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$128,000,000
REVENUE

5,200,000,000
TRANSACTIONS

40,000,000
JOB APPLICATIONS

1,200,000
HIRES

1,000,000
USERS

1,500
CUSTOMERS

190+
COUNTRIES/TERRITORIES

40
PARTNERS

25
LANGUAGES

25%
SATISFACTION

29.9%
AVAILABILITY

100%
ON DEMAND

100%
IMPLEMENTATION
SUCCESS

Qur mission to become the on demand talent management

platform leader moved significantly forward with increased
innovation and strong execution in 2007 . At the close of the year,
we served 37 of the Fortune 100, 108 of the Fortune 500, and
mare than 1,200 small and medium business (SMB) customers
worldwide with our award-winning recruiting solutions. We also
launched our new performance management product which
added a second major product ling to our leading platform.
Taleo Performance™ offers our customers goals management,
performance reviews, succession planning, and career
management running on the same proven talent management
platform. With a platform that unifies recruiting and perfermance
management, our customers can align, develop, and motivate
their talent from an integrated and comprehensive approach
that we believe is unmatched in the industry. Though early in its
lifecycle, Taleo Performance has received a positive feedback
from customers, prospects, and analysts due to its innovative
interface and superior user experience.

In 2007, we achieved growth in ali dimensions of our business
while maintaining disciplined principles to ensure operational
execution and profitability. Financial highlights included record
customer acquisitions, revenues, and balance sheet strength.
Total revenue was $128.0 miltion, an increase of 32 percent over
the prior year, while application revenue was $105.0 million, an
increase of 33 percent over the prior year. Net income was $3.9
million or $0.13 per fully diluted share and application backlog,
representing all future contracted revenue as of December 31,
2007, grew to approximately $200 milion—40 percent higher
than at the end of 20086. Other business achievements included
more than doubling our SMB customer base, increasing revenue
from sales to customers based outside of North America by 63
percent year over year, and growing services revenue by 28
percent year over year.
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Our results reinforce industry and financial analysts' predictions
that the talent management software market will continue to
expand. While we recognize that the market is still developing,
we plan to capitalize on expected growth and market
consolidation in the future. With our depth and breadth of
award-winning products, proven scalability with reliability, and a
business strategy that drives profitable growth, we are uniguely
positioned to extend our leadership in talent management. Our
operational track record features a decade of unmatched on
demand performance. In 2007, we processed more than 5.2
billion transactions, 40 million applications, and 1.2 million hires
for our customers while maintaining greater than 99.9 percent
system availability.

Going forward, we are focused and committed to innovate and
execute. Throughout 2008, we will make focused investments
in global infrastructure, services, and product development and
support. We are confident that our leading solutions, unified
platform, global expansion, and market opportunities will
continue to position Taleo as the talent management leader.

Sincerely,

Michael Gregoire
President and Chief Executive Officer
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FORWARD-LOOKING INFORMATION

This Form 10-K, including Part I, Item | — Business and Part I, Item 7 — Management's Discussion and
Analysis of Financial Condition and Results of Operations, contains forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended. These statements identify prospective information, particularly statements referencing our
expectations regarding revenue and operating expenses, cost of revenue, tax and accounting estimates, cash, cash
equivalents and cash provided by operating activities, the discontinuation of our time and expense processing
services related to our Tuleo Contingent solution, the opening of additional data centers, the demand and expansion
opportunities for our products, our customer base and our competitive position. In some cases, forward-looking
statements can be identified by the use of words such as “may,” “could,” “would,” “might,” “will,” “should,”
“expect,” “forecast,” “predict,” “potential,” “continue,” “anticipates,” “expects,” “intends,” “plans,” “believes,”
“seeks,” “estimates,” "is scheduled for,” “argeted,” and variations of such words and similar expressions. Such
Jorward-looking statements are based on current expectations, estimates, and projections about our industry,
management's beliefs, and assumptions made by management. These statements are not guarantees of future
performance and are subject to certain risks, uncertainties and assumptions that are difficult to predict; therefore,
actual results and outcomes may differ materially from what is expressed or forecasted in any such forward-looking
statements. Such risks and uncertainties include those set forth herein under Part 1, Item 1A — Risk Factors or
included elsewhere in this Annual Report on Form 10-K. Unless required by law, we undertake no obligation to
update publicly any forward-looking statements, whether as a result of new information, future events or otherwise.
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ITEM 1. BUSINESS
Overview

We are a leading global provider of talent management software solutions. Qur goal is to help our customers
improve business results through better talent management. We offer recruiting, performance management, internal
mobility and other software solutions that help our customers attract and retain high quality talent, more effectively
match workers’ skills to business needs, reduce the time and costs associated with manual and inconsistent
processes, ease the burden of regulatory compliance, and increase workforce productivity through better alignment
of workers’ goals and career plans with corporate objectives. In addition, our solutions are highly configurable,
which allows our customers to implement talent management processes that are tailored to accommodate different
employee types, locations, business units and regulatory environments.

We deliver our solutions on-demand as a hosted service that is accessed through an Internet connection and a
standard web browser. Qur solution delivery model, also called software-as-a-service or SaaS, eliminates the need
for our customers to install and maintain hardware and software in order to use our solutions. We believe our SaaS
model significantly reduces the time, cost and complexity associated with deployment of traditional, on-premise
software solutions, and offers-a lower upfront and total cost of ownership than traditional software solutions. We
offer our solutions as a subscription-based service for which our customers pay a recurring annual or quarterly fee
during the subscription term.

We market Taleo Enterprise Edition™, our suite of talent management solutions for larger, more complex
organizations, through our direct sales force and indirectly through our strategic partners. We market Taleo
Business Edition™, our suite of talent management solutions for smaller, less complex organizations, primarily
through our telesales team and Internet marketing efforts. As of December 31, 2007, our customer base included
over 1,500 customers worldwide. Our customer base ranges in size from large, global organizations, including 37 of
the Fortune 100 and 108 of the Fortune 500, to small, private companies.

We are a Delaware corporation and were incorporated in May 1999, We changed our name from Recruitsoft,
Inc. to Taleo Corporation in March 2004 and completed our initial public offering in October 2005. Our principal
executive offices are located at 4140 Dublin Boulevard, Suite 400, Dublin, California 94568. Our telephone number
is (925) 452-3000, and our website is located at www.raleo.com.




The Talent Management Market

Talent management encompasses multiple complex processes with interconnected elements that together play
a vital role in attracting, sourcing, assessing, hiring, developing and aligning human capital to our customers’
business objectives.

Most organizations no longer view human capital solely as an expense to be minimized, but instead as an asset
to be optimized, This shift in thinking has mirrored the evolution of talent management from a manual, paper-based
practice to a technology-enabled, organization-wide strategic business initiative.

Over the past several years, organizations have implemented systems to automate many critical business
functions. While this automation has generated large volumes of data and business information, the critical
knowledge within organizations resides with its employees. Accordingly, much of the value of the organization
resides in its human capital. To increase their return on investment in human capital, organizations have begun to
shift their focus from traditional cost and time-per-hire metrics to more strategic considerations. These consid-
erations include quality of hire, time-to-productivity, internal mobility, employee retention, employee engagement,
and employee contribution measures. Systematically pursuing these goals increases overall workforce productivity
by enabling talent to be more optimally assigned and redeployed to address business needs. A comprehensive,
unified view of talent management requires solutions that not only automate discrete recruiting and performance
management transactions, but also improve the effectiveness and consistency of recruiting and talent management
processes through a more consistent competencies inventory management process, thereby increasing the quality of
hire, employee retention, and productivity.

Our Software-as-a-Service Delivery Model

Our on-demand, software-as-a-service, delivery model enables our proprietary software solutions to be
accessed and used by our customers remotely through an Internet connection and a standard web browser. Our
solutions are hosted and maintained by us, thus eliminating for our customers the time, risk, headcount and costs
associated with installing and maintaining applications within their own information technology infrastructures. As
aresult, our solutions require less initial investment in third-party software, hardware and implementation services,
and have lower ongoing support costs than traditional enterprise software. The SaaS model also allows advanced
information technology infrastructure management, security, disaster recovery and other best practices to be
leveraged by smaller customers that might not otherwise be able to implement such practices in their own
information technology environments. Our solutions were designed and developed for delivery via the SaaS model
from our inception. Our Saa$ delivery model also enables us to take advantage of operational efficiencies, Since
updates and upgrades to our solutions are managed by us on behalf of our customers, we are able to implement
improvements to our solutions in a more rapid and uniform way. As a result, we are required to support fewer old -
versions of our solutions. This allows our development resources to focus more effort on innovative new products.

Our Saa$ delivery model, coupled with our subscription-based license model, effectively replaces the large,
front-loaded cost, typical of most traditional enterprise software deployments, with a lower risk, pay-as-you-go
model. We believe the SaaS model is well suited to the talent management market in which we operate.

Our Products

We offer two suites of talent management solutions; Taleo Enterprise Edition and Taleo Business Edition.
Taleo Enterprise Edition is designed for larger, more complex organizations and provides support for unified,
end-to-end talent management processes ranging from sourcing and recruiting and, more recently, to petformance
management, goals management and succession planning. Taleo Business Edition is designed for smaller, less
complex organizations, stand-alone departments and divisions of larger organizations, and staffing companies. Our
solutions are designed to addresses multiple worker types, including professional and hourly, with support for
multiple languages as well as differing geographic and cultural requiréments.

Our solutions are accessed through intuitive role-specific user interfaces, which allows only the content and
functionality relevant to a user — whether a candidate, current employee, corporate recruiter, line manager or
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system administrator — to be easily accessed by that user. The candidate-facing portions of Taleo Enterprise
Edition solutions are available in 25 languages. Taleo Business Edition is currently available in 4 languages.

Taleo Enterprise Edition

Taleo Enterprise Edition includes two distinct product sets, Taleo Recruiting and Taleo Performance, built on a
common platform.

Taleo Recruiting

Taleo Recruiting consists of two core solution offerings and add-on modules that enable farger, more complex
organizations to acquire talent. Our two core Taleo Recruiting solution offerings are:

Taleo Professional™ enables organizations to manage professional, non-hourly talent management
functions, including attracting and evaluating candidates and employees, matching skills against job oppor-
tunities, and candidate relationship management. Taleo Professional provides a configurable career site
through which candidates may view and apply for open positions or submit a profile for future opportunities,
many-to-many matching of all candidates and employees against available job opportunities, and the ability to
structure variable workflows for different types of workers, locations, workgroups and regulatory
environments.

Taleo Hourly™ provides end-to-end process automation for recruiting, selecting and hiring hourly
employees. Taleo career sites allow candidates to search for jobs by location or radius from zip/postal codes,
and capture skills and experience, plus information key to hourly hiring such as shift availability, references
and certifications. Tailored candidate application flows include automated prescreening, with knock-out
capabilities. Hiring features include full applicant tracking, reporting and collection of country-specific
diversity data for compliance.

The additional modules that we offer to complement our core Taleo Recruiting product offerings include:

Taleo Agency™ allows organizations to directly link with third party staffing agencies, and provides tools
1o help streamline agency management and optimize agency spend.

Taleo Assessment™ enables organizations to make assessment tests part of their online application and

selection process, and automatically incorporates assessment results into the candidate’s profile,

Taleo Campus™ automates the campus recruiting process with tools for attracting, engaging, and closing
top collegiate candidates,

Taleo Compliance™ provides a foundation to support certain regulatory requirements relevant to talent
management, including certain requirements promulgated by the U.S. Equal Employment Opportunity
Commission, the U.S. Department of Labor and other regulatory bodies.

Taleo Contingent™ enables the sourcing, screening and selection of contingent candidates within the
Taleo Recruiting solution. Customer users can create requisitions for contingent workers, invite agencies to
submit workers, review submitted workers and invite agencies to confirm availability of a contingent worker,

Taleo Onboarding™ automates activities related to onboarding newly hired employees in order to
streamline the transition from candidate to productive new employee while reducing paperwork and improving
compliance.

Taleo Passport™ offers pre-built integrations with certified solution partners for background checks,
assessments, tax credit screening and more.

Taleo Scheduling Center™ enables self-service candidate scheduling for interviews.

Taleo TalentReach™ provides candidate relationship management, or CRM, tools and advanced search
and sourcing tools to enable organizations to reach hard to find talent and build a strong talent pipeline. The
module is provided pursuant to a reseller arrangement with AIRS Human Capital Solutions, Inc., or AIRS, and
is developed and hosted by AIRS.




Tuleo Verify™ enables organizations to submit candidates for background screening from our solutions.
Background screening services for this offering are provided by Verified Person, Inc.

Taleo Workforce Mobility™ supports mobility and retention initiatives by providing tools to enable
increased visibility into internal job openings, employee capabilities, and career preferences.

Taleo Performance

Tateo Performance became generally available in February 2008 and is the most recent major addition to our
suite of talent management solutions. Taleo Performance consists of four core solution offerings that enable larger,
more complex organizations to better align internal advancement with corporate objectives, develop career plans to
increase retention and address succession. Qur four core Taleo Performance solution offerings are:

Taleo Performance Management™ provides tools to help transform traditional employee assessment from
an annual event to an ongoing, business-driven, evaluation and process improvement tool,

Taleo Goals Management™ helps clients to better manage business outcomes by automating the creation,
alignment and monitoring of organizational goals.

Taleo Succession Planning™ provides access to a complete view of available, qualified talent and helps
identify the best candidates to deliver on business goals.

Taleo Career Management™, scheduled for release in the first half of 2008, helps employees create
focused and dynamic career plans to improve individual performance and increase retention.

Talent Management Platform Modules

Qur talent management platform modules may be vsed in combination with the Taleo Recruiting and Taleo
Performance product suites. These modules help organizations gain strategic visibility across all of their talent
management solutions and integrate our products to other systems.

Taleo Connect™ uses a services-oriented integration framework to enable self-service configuration and
managed integrations between our solutions and other systems.

Taleo Reporting and Analytics™ offers tools to measure, analyze and optimize organizations’ talent
processes with standard reports, ad hoc reporting and dashboards.

Taleo Business Edition

Taleo Business Edition offers four service options that enable smaller, less complex organizations to acquire
talent. The intuitive nature of the user interface allows users to create a customer specific talent management system
with easily configurable objects, fields, layouts, views, workflow, reports and integration. Our Taleo Business
Edition service options are: )

Taleo Business Edition — Personal™ provides applicant tracking for individual users. It includes can-
didate recruiting life-cycle management, requisition management and contact management. With our Personal
service offering, recruiters can have a hosted career website, multilingual support, and access to both standard
and customized reports.

Taleo Business Edition — Standard™ makes all the functionality of the Personal service offering
available to recruiting departments and teams. Additional features include interview management and agency
access.

Taleo Business Edition — Plus™ offers a comprehensive hiring management suite to help organizations
manage their entire staffing operations, including applications for candidate and requisition management,
account and contact management, careers website management, employee referrals management, and
reporting and analysis.




Taleo Business Edition — Premium™ contains all the benefits of Taleo Business Edition Plus, and, in

addition, provides up to 250 custom fields, custom “ad-hoc” reporting, multiple career websites and
application forms, and local time zone and other local settings.

Technology
Our Software Applications

Our Taleo Enterprise Edition™ solutions reside on a common technology platform. Our component based
platform includes reporting and analytics capabilities, self-service integration and configuration tools, our pro-
prietary method for contextualizing the user experience based upon a variety of organizational, location, and job
function attributes (which we refer to as our SmartOrg feature), the Talent Master Structured Data Platform
(described in further detail below), and global language and currency capabilities. Because Taleo Recruiting and
Taleo Performance share a common, native platform, we can provide clients superior interoperability between
applications and a unified view of all talent management information. The self-service tools and SmartOrg make
our solutions configurable for complex operations, giving companies enterprise-wide data and process consistency
while being able to adapt the solution locally according to the organization, location, applicable laws, local staffing
model, types of hires and internal mobility requirements,

The Talent Master Structured Data Platform maintains all employee, candidate, job and performance data
elements required by our solutions. The data structure within the Talent Master Structured Data Platform, includes
information on skills, competencies, experience, behaviors and level of interest in a skill or competency that can be
matched precisely to job requirements and business plans. The Talent Master Structured Data Platform enables
organizations to inventory and search the skills of its external candidates and current empioyees in a common
format to help managers and recruiters to decide between internal and external hires for new business initiatives,
measure skills gaps in the existing workforce and prepare succession plans using both internal and external talent
profiles.

Our Taleo Enterprise software applications are written in Java and use Oracle as the relational database
management. system.

Our On-Demand Infrastructure

Our technology infrastructure is designed to achieve high levels of security, scalability, performance and
availability. We use commercially available hardware in our data centers. Our software and hardware architecture
runs on the Linux operating system and uses some proprietary and commercially available software as well as
open--source software components for enhanced reliability and a scalable and secure computing envirenment
which can accommodate exponential transaction load increases. Our secure Internet facing infrastructure includes
load balancing and secure socket layer offloading devices, anti-virus appliances and technology that allows us to
detect and prevent unauthorized access. Our tiered and virtuatized application architecture specializes systems and
application functions on dedicated servers for web, application, search, reporting, computing utilities, database and
storage services. Each server tier is designed with redundancy, which allows us to extend systems and application
capacity and availability on demand. All of our equipment and systemns are remotely operated, monitored and
managed by our personnel working on a 24/7 schedule. Key production technology specialists are also on call at all
times on a rotating basis. Qur monitoring technology uses industry leading system monitoring and performance
monitoring tools and we have also developed our own customized monitoring tools for added insight into the
performance and availability of our systems.

We provide a highly secure computing environment as well as high application availability. Each customer is
provided with their own secure application instance (which we refer 1o as a Zone). Each customer Zone includes its
own logical and physical database schema, text translation management, configuration settings, tools for custom
reporting and defining custom integration processes. Customers share infrastructure at all levels. The scalable
design of the software and hardware infrastructure allows us to deploy customer Zones horizontally across any
number of servers and load balance user sessions to ensure continuous availability and high performance of
applications. Our business continuity measures include daily incremental database backups to disk with recovery
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capabilities in any of our datacenters and weekly automated tape backups, which we store off site on encrypted tapes
with a secure third party provider.

We currently operate two data centers for our on-demand software solutions, and we plan to open one or more
additional data centers in 2008. Our east coast data center facility is leased from Internap Network Services and our
west cost facility is leased from Equinix, Inc. Both locations provide highly secure 24/7 manned facilities with cage
environments, redundant power and cooling systems with on-site backup power generators, multi-layered access
using biometric and access card/PIN code for authentication. Our Internet bandwidth and access is provided by
Internap Network Services.

Professional Services

Our professional services organization leverages our consultants’ and educators’ domain expertise and our
proprietary methodologies to provide implementation services, solution optimization services, technical services
and training services that help our customers maximize their return on investment., We also subcontract or refer
consulting engagements or portions of consulting engagements to our third-party implementation partners from
time to time,

Taleo Services Methodologies

We have developed methedologies that enable us to accelerate the deployment of our selutions across a variety
of industries and talent management environments:

Taleo Implementation Methodology. Working with Fortune 300 companies, we developed methods to
optimize critical business processes, while maintaining the integrity of our customers’ business drivers. The
Taleo Implementation Methodology addresses specific staffing and performance management processes for
position management, requisition management, candidate management, collaborative workflow, new hire
on-boarding review, performance appraisals, goals management, career management and succession planning.
Our Taleo Enterprise Edition consultants work with our customers to implement our solutions through a
complete review of current business practices, mapping solution workflows to the organization’s structure and
processes, and ultimately configuring a skilis-based platform for complete talent management.

Talent Practices Knowledge Base. Our Talent Practices Knowledge Base templates enable us to
understand an organization’s overall talent management environment, including internal and external business
drivers, talent management models, hire types and talent management processes and to recommend best
practices to optimize talent management processes. Qur Talent Practices Knowledge Base is a searchable
database of descriptions of the complex enterprise talent management challenges faced within different
industries and geographies. Our Talent Practices Knowledge Base also provides specific details of the
solutions our consultants implemented to address these challenges, and the results obtained. This knowledge
base reflects years of talent management experience across a wide variety of industries. Our consultants use the
collective data from our Talent Practices Knowledge Base to help our new customers solve their complex talent
management challenges, and to help our existing customers hone their talent management practices and
processes.

Implementation Services

Our Taleo Enterprise Edition implementation services begin with a complete evaluation of a customer’s
current talent management practices. Services include process definition, to determine the configuration of the
solutions, and integration with existing applications to fit each organization’s dynamic business requirements. We
have a dedicated project management office that equips our consultants with a library of toolkits, forms, training
documentation and workshop templates. The project management office also audits customer deployments to help
ensure consistent quality. :




Solution Optimization

We provide ongoing solution optimization services to help our customers achieve desired results in quality
improvement, increased productivity, cost savings and operational effectiveness after the initial deployment of our
solution. We work with our customers to measure improvement in their talent management processes and we
modify and expand configuration of our solutions to increase their effectiveness, when necessary. In collaboration
with customer project leaders, we establish an ongoing process for continual evolution and solution optimization.
Using this process, our customers can promote best practice usage and end user adoption after our solutions have
been deployed. :

Technical Services

We offer comprehensive technical services to help our customers integrate our solutions with other third-party
solutions within our customers’ system portfolios. Many of our Taleo Enterprise Edition clients leverage our
technical expertise to assist with technical engagements such as data conversion, ongoing data interfaces, single
sign-on for internal users, third-party integration and technical readiness assessments. We also provide services to
identify and develop reports and dashboards using our advanced reporting technology. We work with our clients in
various ways, from knowledge transfer to help them better use our seif—servme technology, to full-service, on-site
implementation projects.

Training

Through Taleo University, we offer a full range of educational services including pre-deployment classroom
training, train-the-trainer programs, systein administrator training, post-deployment specialty training, upgrade
training and eLearning/web-based training. We also offer a variety of training tools to drive user adoption, including
solution user manuals, process user guides, feature training exercises, a self-service website for training scheduling
and registration, post-training assessments and both synchronous and asynchronous web-based training tools for
remote users. , . .

Customer Support

Our global customer support organization provides both proactive and customer-initiated support. We deliver
our muktilingual technical assistance via telephone, e-mail and our web-based customer care portal, 24 hours a day,
seven days a week. Our customer support organization tracks all customer support requests and reports the status of
these requests to the user through our customer support portal, enabling users to know the status of their support
requests, the person responsible for resolving them, and the targeted timing and process for resolution, Our senior
executives review customer satisfaction reports and support and response metrics and take action when necessary to
ensure that we maintain a high level of customer satisfaction. s

¥

Our Growth Strategy

Our objective is to become the leading global provider of unified talent management solutions. Key elements
of our strategy include: .

Extend our Technology Leadership. We believe we have established advanced technological capabil-
ities and competitive advantages through our component based and service oriented architectures. Our
advanced technologies have enabled us to develop our solutions on a commen, native and strategic talent
management platform. We intend to leverage our experience and our internal and third-party development
resources to continue to develop our technology platform, infrastructure and applications to capitalize on new
technologies and methodologies, such as Web 2. O design principles, to capitalize on the talent management
market opportumty

Expand our So[unon Ojj”ermgs We plan to continue to expand our suite of talent management solutions
beyond our most recent launch of Taleo Performance to deliver additional functionality that we can sell into
our customer base and to new customers. We will continue this expansion through our internal development

initiatives and we may also pursue strategic acquisitions.
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Expand our Multinational Presence. 'We believe the increasing globalization of large organizations
provides us with substantial opportunities to capitalize on our leadership in global deployments. We intend to
expand our efforts to deploy our solutions to more organizations that are based outside of North America, We
also intend to continue to enhance our multinational functionality and to expand our investment in our
international operations to support organizations of alt sizes globally.

Expand our Target Market Opportunity. 'We intend to continue to expand and better serve our potential
customer base by tailoring solutions and service offerings to meet the needs of specific vertical markets and
mid-sized businesses of varying complexities, in addition to our existing solutions and service offerings for
larger, global and smaller organizations. We intend to implement marketing campaigns targeted to the needs
and requirements of each of these segments of the talent management market.

Customers

As of December 31, 2007, our customer base included over 1,500 customers worldwide, including 37 of the
Fortune 100 and 108 of the Fortune 500. We market our Taleo Enterprise Edition solutions to larger, more complex
organizations, typically with more than 3,000 employees. We market our Taleo Business Edition solutions to
smaller, less complex organizations, typically with fewer than 3,000 employees. Qur customers include organi-
zations in the business services, consumer goods, energy, financial services, healthcare, manufacturing, technology,
transportation and retail sectors, and range in size from smaller, private companies to large, global corporations with
more than 300,000 employees. No single customer has accounted for more than ten percent of our revenue or
accounts receivable in any of the last three years.

Sales and Marketing

We sell subscriptions to our solutions through our global direct sales force and through our strategic partners.
Qur direct sales organization has field sales professionals in metropolitan areas throughout the United States,
Canada, Europe, Australia and Singapore. Our Taleo Enterprise Edition direct sales force consists of regional sales
managers, solutions consultanis and business development representatives that sell our solutions to new customers.
We also maintain a separate team of account executives that focuses on rerewing and selling new solutions and
services to existing Taleo Enterprise Edition customers. In addition, we have developed partnerships and direct sales
relationships with business process outsourcing, or BPO, human resources outsourcing, or HRO, and recruitment
process outsourcing, or RPO, providers. Our BPO, HRO and RPO partners use our solutions to manage talent
management for their customers as part of their broader human resource offerings. Our Taleo Business Edition
offerings are sold primarily through a telesales team and through self-registration on our website.

Our marketing programs are designed to increase awareness of our solutions within our target markets and
enhance the perception of our brand. Our marketing initiatives include market research, product and strategy
updates with industry analysts, public relations activities, web marketing, direct mail and relationship marketing
programs, seminars, industry specific trade shows, speaking engagements and cooperative marketing with cus-
tomers and partners. Our marketing team generates qualified leads and provides programs for prospecis and
customers that build awareness and generate demand for our existing solutions as well as new products and services.
Our marketing department also produces materials that include brochures, data sheets, white papers, presentations,
demonstrations, and other marketing tools on our corporate website. We also generate awareness through electronic
and print advertising in trade magazines, websites, search engines, seminars, and direct customer and partner
events,

Research and Development-

Qur research and development organization consists of product management and development employees. Our
research and development organization is primarily located in our Quebec City, Canada facility. We also have
development staff in Dublin, California and other locations and we use independent development firms or
contractors for portions of our development related work, as needed. Our development methodology allows us
10 implement flexible development cycles that result in more timely and efficient delivery of new solutions and
enhancements to existing solutions. We focus our research and development efforts on improving and enhancing
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our existing solution offerings as well as developing new solutions. The responsibilities of our research and
development organization include product management, product development, solution release management and
software maintenance. We allocate a portion of our research and development budget to the development of our
technology platform, including our Talent Master Structured Data Platform (discussed above) and the platform
underlying the configuration capabilities of our solutions (what we refer to as Configurable Staffing Process
Platform). Our research and development expenditures, net of tax credits we received from the Government of
Quebec, are expensed as incurred and totaled $22.9 million, $19.5 million, and $16.7 million in 2007, 2006, and
2005 respectively.

Competition

The market for talent management solutions is highly competitive and rapidly evolving. We believe that the
principal competitive factors in this market include:

+ Product performance and functionality;

Breadth and depth of functionality;

Ease of implementation and use;
» Security and data privacy;
« Success of the on-demand, or software-as-a-service, business model;

* Ability to integrate with third-party solutions;

Scalability and reliability;

« Company reputation; and

« Price.

We believe that we compete favorably with respect to these factors. Our Taleo Enterprise Edition solutions
compete with vendors of enterprise resource planning software such as Oracle Corporation and SAP AG, and also
with vendors such as ADP, Authoria, Cezane, Cornerstone OnDemand, Halogen Software, HRSmart, Jobpartners,
Kenexa, Kronos, Peopleclick, Pilat, Plateau, Salary.com, Stepstone, SuccessFactors, Technomedia, TEDS, Vurv,
Workday, and Workstream, that offer products and services that compete with one or more modules in our Taleo

Enterprise Edition suite of solutions. Our Taleo Business Edition solution competes primarily with Bullkorn,
Hiredesk, iCIMs, Openhire, Monster.com, Virtual Edge from ADP, and Vurv Express from Vurv.

Our current and potential competitors include large, established companies who have a larger installed base of
users, longer operating histories, and greater name recognition and resources. In addition, we compete with smaller
companies who may adapt better to changing conditions in the market. Qur competitors may develop products or
services that will be superior to our products, or that will achieve greater market acceptance.

Intellectual Property

Our success is dependent in part on our ability 1o protect our proprietary technology. We rely on a combination
of trademark, copyright and trade secret laws in the United States and other jurisdictions as well as confidentiality
procedures and contractual provisions to protect our proprietary technology, services methodology and brand. We
have registered trademarks for certain of our products and services and will continue to evaluate the registration of
additional trademarks as appropriate. We also enter into confidentiality and proprietary rights agreements with our
employees, consultants and other third parties and control access to software, documentation and other proprietary
information. However, we do not have any patents or patents pending, and existing copyright laws afford only
limited protection.

Despite these efforts, it may be possible for unauthorized third parties to copy certain portions of our products
or to reverse engineer or otherwise obtain and use our proprietary information. In addition, we cannot be certain that
others will not develop substantially equivatent or superior proprietary technology, or that equivalent products will
not be marketed in competition with our products, thereby substantially reducing the value of our proprietary rights.
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Furthermore, confidentiality agreements between us and our employees or any license agreements with our clients
may not provide meaningful protection of our proprietary information in the event of any unauthorized use or
disclosure of it. In addition, the laws of certain countries do not protect our proprietary rights to the same extent as
do the laws of the United States. Accordingly, the steps we have taken to protect our intellectual property rights may
not be adequate and we may not be abie to protect cur proprietary software in the United States or abroad against
unauthorized third party copying or use, which could significantly harm our business,

In addition, we license third-party technologies that are incorporated into some elements of our services,
Licenses from third-party technologies may not continue to be available 10 us at a reasonable cost, or at all.

Taleo is a registered trademark in the United States and in various other jurisdictions.

Employees '

As of December 31, 2007, we had 656 employees, as compared to 590 as of December 31, 2006 and 519 as of
December 31, 2005. None of our employees is represented by a collective bargaining agreement and we have never
experienced a strike or similar work stoppage. We consider our relationship with our employees to be good.

Business Combinations

Over the past three years, we acquired new technology or supplemented our technology by purchasing
businesses and assets focused in the talent management market. During this time period, we acquired the following
businesses: :

Date of Closing Company Details

July 3,2007 ........ Wetfeet, Inc. (“Wetfeet™) Taleo acquired certain assets associated with the
Wetfeet hiring management solution, including
customer contracis, from Wetfeet, Inc. and iis

_ parent Universum Communications Holdings, Inc.

March 7, 2007 ...... JobFlash, Inc. {*JobFlash™) Taleo acquired certain assets of JobFlash, Inc.,
inctuding customer contracts and intellectual
property related io hourly hiring management,
scheduling management and voice recognition tools
for hiring management. The assets acquired
provided the basis for our Taleo Scheduling Center
solution and hourly hiring management tools for

_ our Taleo Business Edition solution.
March 10, 2005. .. ... Recruitforce.com, Inc. The Recruitforce acquisition provided an on-
(“Recruitforce™) demand hiring management system specifically
designed for smaller organizations. We used the
intellectual property acquired through the
Recruitforce acquisition to build Taleo Business
Edition.

Available Information

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form’ 8-K, and
amendments to such reports are available, free of charge, on the “Investor Relations” section of our website
(www.raleo.com) as soon as reasonably practicable after we clectronically file such material with, or furnish it to,
the Securities and Exchange Commission. Also available on our website are printable versions of our Audit
Committee charter, Compensation Committee charter, Corporate Governance and Noninating Committee charter,
Code of Business Conduct and Ethics, and Process for Handing Complaints Concerning Accounting, Disclosures,
Internal Accounting Controls or Audit Matters. Information available on, or that can be accessed through, our
website is not part of this report. The public may also read and copy any materials we file with the SEC at the SEC’s
Public Reference Room at 100 F Street, N.E., Washington D.C. 20549. The public may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an
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Internet website (www.sec.gov) that contains reports, proxy and information statements and other information
regarding us that we file electronically with the SEC.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following table provides information conceming our executive officers as of February 29, 2008:

Name Age Position

Michael Gregoire ................. 42 President, Chief Executive Officer and Director

Jeffrey Carr. .. ...... ... ... ... ‘. 49 Executive Vice President, Global Alliances and
Americas Sales

Guy Gauvin . .................... 40 Executive Vice President, Global Services

Katy Murray . ... ... oot 39 Executive Vice President and Chief Financial
Officer

Michael Gregoire has served as our president and chief executive officer since March 2005. Prior to joining us,
Mr. Gregoire worked at PeopleSoft, an enterprise software company, from May 2000 to January 2005, most recently
as executive vice president, global services. Prior to PeopleSoft, Mr. Gregoire served as managing director for the
Global Financial Markets at Electronic Data Systems Corporation, a technology services providet, from 1996 to
April 2000. Mr. Gregoire has a master’s degree from California Coast University, and holds a bachelor’s degree in
physics and computing from Wilfred Laurier University in Ontario, Canada.

Jeffrey Carr has served as our executive vice president, global alliances and americas sales since June 2006.
Prior to serving as executive vice president, global alliances and americas sales, Mr. Carr served as our executive
vice president, global marketing and americas sales from May 2005 to May 2006, and as executive vice president,
global marketing and chief strategy officer from November 2004 to April 2005. Prior to joining us, Mr. Carr served
as chairman and chief executive officer of Motiva, Inc., a software vendor, from August 2001 to December 2003.
Prior to Motiva, Mr. Carr served as president of RightWorkS Corporation, a business applications provider, from
March 2000 to July 2001. Prior to RightWorks, Mr. Carr served in a variety of positions at PeopleSoft, Inc., an
enterprise software company, from January 1991 to January 2000, most recently as executive vice president,
worldwide marketing, strategy and emerging markets. Mr. Carr holds a bachelor’s degree in business from Miami
University (Ohio).

Guy Gauvin has served as our executive vice president, global services, since April 2005. Prior to serving as
our executive vice president, global services, Mr. Gauvin served as our executive vice president, worldwide
operations, from March 2002 to April 2005. Prior to serving as executive vice president, worldwide operations,
Mr. Gauvin served as our vice president, customer services, from August 1999 to March 2002. Prior to joining us,
from May 1995 to August 1999, Mr. Gauvin served as vice president of global services at Baan Supply Chain
Solutions. Mr. Gauvin holds a bachelor’s degree in mechanical engineering from Laval University in Canada.

Katy Murray has served as our executive vice president and chief financial officer since September 2006. Prior
to joining us, Ms. Murray served as chief financial officer of EXL Services, Inc., a provider of value-added offshore
business process outsourcing solutions, from June 2005 to August 2006. Prior to EXL, Ms. Murray served as
executive vice president and chief financial officer at i2 Technologies, a multinational supply chain management
software company from January 2004 to May 2005. Prior to serving as executive vice president and chief financial
officer at i2 Technologies, Ms. Murray held various leadership positions within the finance and accounting
organization at i2 Technologies, from February 1998 to December 2003. Prior to i2 Technologies, Ms. Murray
worked for more than four years.at Paymentech, US based processor of internet transactions as a Director of
Accounting. Ms. Murray holds a bachelor and master's degree in accounting from Louisiana State University and is
a Centified Public Accountant.
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ITEM 1A. RISK FACTORS

Because of the following factors, as well as other variables affecting our operating results and financial
condition, past performance may not be a reliable indicator of future performance, and historical trends should not
be used to anticipate results or trends in future periods.

We have a history of losses, and we cannot be certain that we will sustain profitability.

Prior to the year ended December 31, 2007, we incurred annual losses since our inception. As of December 31,
2007 we had incurred aggregate net losses of $37.6 million, which is our accumulated deficit of $51.4 million less
$13.8 million of dividends and issuance costs on preferred siock. We may incur losses in the future as a result of
expenses associated with the continued development and expansion of our business and requirements of being a
public company. As we implement initiatives to grow our business, which include, among other things, acquisitions,
international expansion and new product development, any failure to increase revenue or manage our Cost structure
could prevent us from completing these initiatives and sustaining profitability. As a result, our business could be
harmed and our stock price could decline. We cannot be certain that we will be able to sustain profitability on a
quarterly or annual basis. ‘

If our existing customers do not renew their software subscriptions and buy additional solutions from us,
our business will suffer.

We expect to continue to derive a significant portion of our revenue from renewal of software subscriptions
and, to a lesser exient, service fees from our existing customers. As a result, maintaining the renewal rate of our
software subscriptions is critical to our future success. Factors that may affect the renewal rate for our solutions
include:

« the price, performance and functionality of our solutions;

¢ the availability, price, performance and functionality of compéting products and services;
« the effectiveness of our maintenance and support services;

* our ability to develop complementary products and services; and

* the stability, performance and security of our hosting infrastructure and hosting services.

Most of our Taleo Enterprise Edition customers enter into software subscription agreements with a duration of
three years or more from the initial contract date. Most of our Taleo Business Edition customers enter into annual
software subscription agreements. Our customers have no obligation to renew their subscriptions for our selutions
after the expiration of the initial term of their agreements. In addition, our customers may negotiate terms less
advantageous to us upon renewal, which may reduce our revenue from these customers, or may request that we
license our software to them on a perpetual basis, which may, after wé have ratably recognized the revenue for the
perpetual license over the relevant term in accordance with our revenue recognition policies, reduce recurring
revenue from these customers: Under certain circumstances, our customers may cancel their subscriptions for our
solutions prior to the expiration of the term. Our future: success also depends, in part, on our ability to sell new
products and services to our existing customers. If our customers terminate their agreements, fail to renew their
agreements, renew their agreements upon less favorable terms, or fail to buy new products and services from us, our
revenue may decline or our future revenue may be constrained.

Because we recognize revenue from software subscriptions over the term of the agreement, a significant
downturn in our business may not be reflected immediately in our operating results, which increases the
difficulty of evaluating our future financial position,

We generally recognize revenue from software subscription agreements ratably over the terms of these
agreements, which are typically three or more years for our Taleo Enterprise Edition customers and one year for our
Taleo Business Edition customers. As a result, a substantial majority of our software subscription revenue in each
quarter is generated from software subscription agreements entered into during prior periods. Consequently, a
decline in new software subscription agreements in any one quarter may not affect our resuits of operations in that
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quarter but will reduce our revenue in future quarters. Additionally, the timing of renewals or non-renewals of a
software subscription agreement during any one quarter may also affect our financial performance in that particular
quarter, For example, because we recognize revenue ratably, the non-renewal of a software subscription agreement
late in a quarter will have very little impact on revenue for that quarter, but will reduce our revenue in future
quarters. Accordingly, the effect of significant declines in sales and market acceptance of our solutions may not be
reflected in our short-term results of operations, which would make these reported results less indicative of our
future financial results. By contrast, a non-renewal occurring early in a quarter may have a significant negative
impact on revenue for that quarter and we may not be able to offset a decline in revenue due to such non-renewals
with revenue from new software subscription agreements entered into in the same quarter. In addition, we may be
unable to adjust our costs in response to reduced revenue.

If our efforts to attract new customers are not successful, our revenue growth will be adversely affected.

In order to grow our business, we must continually add new customers. Our ability to attract new customers
will depend in large part on the success of our sales and marketing efforts. However, our prospective customers may
not be familiar with our solutions, or may have traditionally used other products and services for their talent
management requirements. In addition, our prospective customers may develop their own solutions to address their
talent management requirements, purchase competitive product offerings, or engage third-party providers’ of
outsourced talent management services that do not use our solution to provide their services. If our prospective
customers do not perceive our products and services to be of sufficiently high value and quality, we may not be able
to attract new Customers.

Additionally, some new customers may request that we license our software to them on a perpetual basis,
which may, after we have ratably recognized the revenue for the perpetual license over the relevant term in
accordance with our revenue recognition policies, reduce recurring revenue from these customers. To date, we have
completed a limited number of agreements with such terms.

Unfavorable economic conditions and reductions in information technology spending could limit our
ability to grow our business.

Our operating results may vary based on the impact of changes in economic conditions globally and within the
industries in which our customers operate. The revenue growth and profitability of our business depends on the
overall demand for enterprise application software and services. Most of our revenue is currently derived from large
organizations whose businesses may fluctuate with global economic and business conditions. Historically, eco-
nomic downturns have resulted in overall reductions in corporate information technology spending by large
organizations. Accordingly, the current downturn in global economic conditions may weaken demand for our
software and services. In addition, an economic decline impacting a particular industry may negatively impact
demand for our software and services in the affected industry. Some of the industries we serve, for example financial
services and technology, have recently suffered a downturn in economic and business conditions and may continue
to do so. A softening of demand for enterprise application software and services, and in particular enterprise talent
management solutions, caused by a weakening global economy or economic downtura in a particular sector would
adversely effect our business and likely cause a decline in our revenue.

If we do not compete effectively with companies offering talent management solutions, our revenue may
not grow and could decline.

We have experienced, and expect to continue to experience, intense competition from a number of companies.
Our Taleo Enterprise Edition solution competes with vendors of enterprise resource planning software such as
Oracle Corporation and SAP AG, and also with vendors such as ADP, Authoria, Cezane, Cornerstone OnDemand,
Halogen Software, HRSmart, Jobpartners, Kenexa, Kronos, Peopleclick, Pilat, Plateau, Salary.com, Stepstone,
SuccessFactors, Technomedia, TEDS, Vurv, Workday, and Workstream, that offer products and services that
compete with one or more modules in our Taleo Enterprise Edition suite of solutions. Our Taleo Business Edition
solution competes primarily with Bullhorn, Hiredesk, iCIMs, Operhire, Monster.com, Virtuat Edge from ADP and
Vurv Express from Vurv. Our competitors may announce new products, services or enhancements that better meet
changing industry standards or the price or performance needs of customers. Increased competition may cause
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pricing pressure and loss of market share, either of which could have a material adverse effect on our business,
results of operations and financial condition.

Certain of our competitors and potential competitors have significantly greater financial, technical, devel-
opment, marketing, sales, service and other resources than we have. Some of these companies also have a larger
installed base of customers, longer operating histories and greater brand recognition than we have, Certain of our
competitors provide products that may incorporate capabilities which are not available in our current suite of
solutions, such as automated payroll and benefits, or services that we do not currently offer, such as recruitment
process outsourcing services. Products with such additional functionalities may be appealing to some customers
because they can reduce the number of different types of software or applications used to run their business and such
additional services may be viewed by some customers as enhancing the effectiveness of a competitor’s solutions, In
addition, our competitors’ products may be more effective than our products at performing particular talent
management functions or may be more customized for particular customer needs in a given market. Further, our
competitors may be able to respond more quickly than we can to changes in customer requirements.

Our customers often require our products to be integrated with software provided by our existing or potential
competitors. These competitors could alter their products in ways that inhibit integration with our products, or they
could deny or delay access by us to advance software releases, which would restrict our ability to adapt our products
to facilitate integration with these new releases and could result in lost sales opportunities. In addition, many
organizations have developed or may develop internal solutions to address talent management requirements that
may be competitive with our solutions.

The mergers of or potential mergers of our competitors or other similar strategic alliances could weaken
our competitive position or reduce our revenue,

The market in which we operate appears to be in the midst of a period of vendor consolidation. If one or more
of our competitors were to merge or partner with another of our competitors, the change in the competitive
landscape could adversely affect our ability to compete effectively, For example, Kronos acquired Unicru in 2006
and recently acquired Deploy Solutions. Kronos itself was acquired in 2007 by the private equity firm Hellman &
Friedman. Additionally, Kenexa acquired Brassring in 2006 and ADP acquired VirtualEdge in 2006. Unicru,
Brassring, VirtualEdge and Deploy Solutions have been direct competitors of ours in the past and 1t is unclear what
impact these acquisitions will have on our market and our long term ability to compete against the combined
companies.

Our competitors may also establish or strengthen cooperative relationships with our current or future BPQ
partners, HRO partners, systems integrators, third-party consulting firms or other parties with whom we have
relationships, thereby limiting our ability to promote our products and limiting the number of consultants available
to implement our solutions. Disruptions in our business caused by these events could reduce our revenue.

-

In connection with the December 31, 2005 year-end audit we identified deficiencies in our internal
control over financial reporting that led us to restate our consolidated financial statements and we cannot
be certain restatements will not occur again,

In connection with the December 31, 2005 year-end audit of our financial statements, management and our
independent registered public accounting firm identified deficiencies in our internal control over financial
reporting. These were matters that in our judgment could have adversely affected our ability to record, process,
summarize and report financial data consistent with the assertions of management in our financial statements and
were deemed to be material weaknesses. In particular, we discovered errors in respect to depreciation of fixed
assets, and accrual of dividends on preferred stock which required adjustment. As a result, we restated our
consoclidated financial statements. We also identified a failure to appropriately apply GAAP to certain aspects of our
financial reporting resulting from the lack of a properly designed financial reporting processes and a lack of
sufficient technical accounting expertise. Certain of such deficiencies were also deemed to be material weaknesses.
We have remediated all known material weaknesses that were identified as part of the December 31, 2005 year end
audit; however, we cannot be certain that the measures we have taken will ensure that those or similar deficiencies
and a resulting restatement will not occur in the future. Execution of restatements like the one described above could
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create a significant strain on our internal resources, cause delays in our filing of quarterly financial results, increase
our costs and cause management distraction.

Failure to implement and maintain the appropriate internal controls over financial reporting could
negatively affect our ability to provide accurate and timely financial information.

During 2006 we completed a review and redesign of our internal controls over financial reporting related to our
closing procedures and processes, our calculations of our reported numbers, including depreciation expense and
fixed assets, and the need to strengthen our technical accounting expertise. Despite these efforts, we identified a
material weakness in connection with the evaluation of the effectiveness of our internal controls as of March 31,
2007 prior to the filing of our financial results for the period ended March 31, 2007, related to the identification of a
material adjustment required, which affected cash, accounts receivable and cash flow from operations. We continue
to focus on improvements in our controls over financial reporting and will continue to do so in 2008. We have
discussed deficiencies in our financial reporting and remediation of such deficiencies with the audit committee of
our board of directors and will continue to do so as required. However, we cannot be certain that we will be able to
remediate all deficiencies in the future. Any current or future deficiencies could materially and adversely affect our
ability to provide timely and accurate financial information.

Our financial performance may be difficult to forecast as a result of our historical focus on large
customers and the long sales cycle associated with our solutions.

The majority of our revenue is currently derived from organizations with complex talent management
requirements. Accordingly, in a particular quarter the majority of our bookings from new custemers on an aggregate
contract value basis are from large sales made to a relatively smatl number of customers. As such, our failure to
close a sale in a particular quarter will impede desired revenue growth unless and until the sale closes. In addition,
sales cycles for our Taleo Enterprise Edition clients are generally between three months and one year, and in some
cases can be longer. As a result, substantial time and cost may be spent attempting to secure a sale that may not be
successful. The period between our first sales call on a prospective customer and a contract signing is relatively long
due to several factors such as:

* the complex nature of our solutions;

« the need to educate potential customers abou.t the uses and benefits of our solutions;

+ the relatively long duration of our contracts;

« the discretionary nature of our customers’ purchase and budget cycles;

« the competitive evaluation of our solutions;

+ fluctuations in the staffing management requirements of our prospective customers;

« announcements or planned introductions of new products by uS or our competitors; and

» the lengthy purchasing approval processes of our prospective customers.

If our sales ;:ycles unexpectedly lengthen, our ability to forecast accurately the timing of sales in any given

period will be adversely affected and we may not meet our forecasts for that period.

If we fail to develop or acquire new products or enhance our existing products to meet the needs of our
existing and future customers, our sales will decline, _ -

To keep pace with technological developments, satisfy increasingly sophisticated customer requirements, and
achieve market acceptance; we must enhance and improve existing products and continue to introduce new products
and services. For instance, in February 2008 our performance management software product became generally
available in the market. Any new products we develop or acquire may not be introduced in a timely manner and may
not achieve the broad market acceptance necessary to generate significant revenue. If we are unable to develop or
acquire new products that appeal to our target customer base or enhance our existing products or if we fail to price
our products to meet market demand or if the products we develop or acquire do not meet performance expectations
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or have a higher than expected cost structure to host and maintain, our business and operating results will be
adversely affected. Our efforts to expand our solutions beyond our current offerings or beyond the talent
management market may divert management resources from existing operations and require us to commit
significant financial resources to an unproven business, which may harm our existing business.

We expect 1o incur additional expense to develop software products and to integrate acquired software
products into existing platforms to maintain our competitive position. In addition, we intend to invest in software
development locations other than the locations where we currently develop our software. Such locations may
include locations in Eastern Europe, Russia, Asia and other locations outside of North America, and we may engage
independent contractors for all or portions of this work. These efforts may not result in commercially viable
solutions, may be more expensive or less productive than we anticipate, or may be difficult to manage and result in
distraction to our management team. If we do not manage these remote development centers effectively or receive
significant revenue from our product development investments, our business will be adversely affected. Addi-
tionally, we intend to maintain a single version of each release of our software applications that is configurable to
meet the needs of our customers. Customers may require customized solutions or features and functions that we do
not yet offer and do not intend to offer in future releases, which may disrupt out ability to maintain a single version
of our software releases or cause our customers to choose a competing solution.

Acquisitions and investments present many risks, and we may not realize the anticipated financial and
strategic goals for any such transactions, which would harm our business, operating results and overall
financial condition. In addition, we have limited experience in acquiring and integrating other
companies.

We have made, and may continue 1o make, acquisitions or investments in companies, products, services, and
technologies to expand our product offerings, customer base and business. We have limited experience in executing
acquisitions. Acquisitions and investments involve a number of risks, including the following;

* being unable to achieve the anticipated benefits from our acquisitions;

» discovering that we may have difficulty integrating the accounting systems, operations, and personnel of the
acquired business, and may have difficulty retaining the key personnel of the acquired business;

* our ongoing business and management’s aftention may be disrupted or diverted by transition or integration
issues and the complexity of managing geographically and culturally diverse locations;

difficulty incorporating the acquired technologies or products into our existing code base;
s problems arising from differences in the revenue, licensing or support model of the acquired business;
« customer confusion regarding the positioning of acquired technologies or products;

+ difficulty maintaining uniform standards, controls, procedures and policies across locations;

* difficulty retaining the acquired business’ customers; and
« problems or liabilities associated with product quality, technology and legal contingencies.

The consideration paid in connection with an invéstment or acquisition also affects our financial results. If we
should proceed with one or more significant acquisitions in which the consideration includes cash, we could be
required to use a substantiat portion of our available cash to consummate any such acquisition. To the extent that we
issue shares of stock or other rights to purchase stock, existing stockholders may be diluted and eamnings per share
may decrease. In addition, acquisitions may result in the incurrence of debt, material one-time write-offs, or
purchase accounting adjustments and restructuring charges. They may also result in recording goodwill and other
intangible assets in our financial statements which may be subject to future impairment charges or ongoing
amortization costs, thereby reducing future earnings. In addition, from time to time, we may enter into negotiations
for acquisitions or investments that are not ultimately consummated. Such negotiations could result in significant
diversion of management time, as well as incurring expenses that may impact operating results.
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We are discontinuing the time and expense processing services of our Taleo Contingent solution and intend
to provide time and expense processing services 1o our current customers only through the expiration of
their current agreements. We may have difficulty replacing the revenue from these customers.

During 2007, we continued to generate revenue from our Taleo Contingent solution based on a fixed percentage
of the doliar amount invoiced for temporary labor charges processed through our time and expense functionality.
Bffective March 2007, we ceased entering into agreements to provide time and expense processing services for
temporary workers and, accordingly, our revenue from such processing services will end. We are servicing our current
customers to which we provide such time and expense processing services through the expiration of their current
agreements with us. Fees for time and expense processing through our Taleo Contingent product declined throughout
2007; however, on an annualized' basis such fees were still significant in 2007. We expect revenue from time and
expense processmg for these customers to contmuf:. to decline and ultimately end in 2008.

We may find it difficult to replace the revenue we currently receive from the processing of temporary worker
time and expense transactions and our results may be negatively impacted.

We may lose sales opportunities if we do not successfully develop and maintain strategic relationships fo
sell and deliver our solutions.

We have partnered with a number of business process outsourcing, or BPO, and human resource outsourcing,
or HRO, providers that resell our staffing solutions as a component of their outsourced human resource services and
wé intended to partner with more in the future. If customers or potential customers begin to outsource their talent
management functions to BPOs or HROs that do not resell our solutions, or to BPOs or HROs that choose to develop
their own solutions, our business will be harmed. In addition, we have relationships with third-party consulting
firms, system integrators and software and service vendors who provide us with customer referrals, integrate their
complementary products with ours, cooperate with us in marketing our products and provide our customers with
system implementation or other consulting services. If we fail to establish new strategic relationships or expand our
existing relationships, or should any of these partners fail to work effectively with us or go out of business, our
ability to sell our products into new markets and to increase our penctration into existing markets may be impaired.

If we are required to reduce our prices to compete successfdlly, our margins and operating results could
be adversely affected.

The intensely competitive market in which we do business may require us to reduce our prices. If our competitors
offer discounts on certain products or services we may be required to lower prices or offer our solutions on less
favorable terms to compete successfully. Some of our larger competitors have significantly greater resources than we
have and are better able to absorb short-term losses. Any such changes would likely reduce our margins and could
adversely affect our operating results. Some of our competitors may provide bundled product offerings that compete
with ours for promotional purposes or as a long-term pricing strategy. These practices could, over time, limit the prices
that we can charge for our products or services. If we cannot offset price reductions with a corresponding increase in
the quantity of applications sold, our margins and operating results would be adversely affected.

If our security measures are breached and unauthorized access is obtained to customer data, customers
may curtail or stop their use of our solunons, whlch would harm our reputation, operating results, and
financial condition.

-

Qur solutions involve the storage and transmission of customers’ proprietary information, and security
breaches could expose us to loss of this information, litigation and possible-liability. While we have security
measures in place, if our security measures are breached as a result of third-party action, employee error, criminal
acts by an employee, malfeasance, or otherwise, and, as a result, someone obtains unauthorized access to customer
data, our reputation will be damaged, our business may suffer and we could incur significant liability. Techniques
used to obtain unauthorized access or to sabotage systems change frequently and generally are not recognized until
launched against a-target. As a result, we may be unable to anticipate these techniques or to implement adequate
preventative measures. Unless our customers elect to purchase encryption, we do not encrypt data we store for our
customers while such data is at rest in the database. Applicable law may require that a security breach involving
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certain types of unencrypted data be publicly disclosed. If an actual or perceived breach of our security occurs, the
market perception of our security measures could be harmed and we could lose sales and customers.

Qur insurance policies may not adequately compensate us for any losses that may occur due to failures in our
security measures.

Defects or errors in our products could affect our reputation, result in significant costs to us and impair our ability
to sell our products, which would harm our business.

Our products may contain defects or errors, which could materially and adversely affect our reputation, result
in significant costs to us and impair our ability to sell our products in the future. The costs incurred in correcting any
product defects or errors may be substantial and could adversely affect our operating results. While we test our
products for defects or errors prior to product release, defects or errors have been identified from time to time by our
customers and may continue to be identified in the future.

Any defects that cause interruptions in the availability or functionality of our solutions could result in:
* lost or delayed market acceptance and sales of our products;
« loss of customers;

« product liability suits against us;

* diversion of development and support resources;

* injury to cur reputation; and

* increased maintenance and warranty costs.

While our software subscription agreements typically contain limitations and disclaimers that should limit our
liability for damages related to defects in our software, such limitations and disclaimers may not be upheld by a
court or other tribunal or ctherwise protect us from such claims,

We participate in a relatively new and evolving market for talent management software and services, which
increases the difficulty of evaluating the effectiveness of our current business strategy and future prospects.

Our current business mode] and prospects for increases in revenue should be considered in light of the risks and
difficulties we encounter in the evolving talent management market. Because this market is relatively new in
comparison to other enterprise software markets, we cannot predict with assurance the future growth rate and size of
this market, which, in comparison with the market for all enterprise software applications, is relatively small. The
rapidly evolving nature of the markets in which we sell our products and services, as well as other factors that are
beyond our control, reduce our ability to accurately evaluate our future prospects and to forecast with a high degree
of certainty our projected quarterly or annual performance.

If acceptance of the vendor hosted, or on-demand, delivery model does not continue to develop, or develaps
more slowly than we expect, our business may be harmed.

The market for on-demand, vendor hosted enterprise software, also called software-as-a-service or Saa$, is stilt
relatively new in comparison to the market for client-server based software. Our customers access and use our software
as a web-based solution that is hosted by us. If the preferences of our customers change and our customers require that
they host our software themselves, either upon the initiation of a new agreement or upon the renewal of an existing
agreement, we would experience. a decrease in revenue from hosting fees, and potentialty higher costs and greater
complexity in providing maintenance and support for our sofiware. Additionally, a very limited number of our
customers have the contractual right to elect to host our software themselves prior to the expiration of their subscription
agreements with us. If the number of customners purchasing hosting services from us decreases, we might not be able to
decrease our expenses related to hosting infrastructure in the short term. Potential customers may be reluctant or
unwilling to allow a vendor to host software or internal data on their behalf for a number of reascns, including security
and data privacy concerns. If such organizations do not recognize the benefits of the on-demand delivery model, then
the market for our solutions may not develop further, or ray develop more slowly than we. expect.
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If we fail to manage our hosting infrastructure capacity satisfactorily, our existing customers may experience
service outages and our new customers may experience delays in the deployment of our solution,

We have experienced significant growth in the number of users, transactions, and data that our hosting
infrastructure supports. Failure to address the increasing demands on our hosting infrastructure satisfactorily may
result in service outages, delays or disruptions. For example, we have experienced downtimes within our hosting
infrastructure, some of which have been significant, which have prevented customers from using our solutions from
time to time. We seek to maintain sufficient excess capacity in our hosting infrastructure to meet the needs of all of our
customers. We also maintain excess capacity to facilitate the rapid provisioning of new customer deployments and
expansion of existing customer deployments. The development of new hosting infrastructure to keep pace with
expanding storage and processing requirements could be a significant cost to us that we are not able to predict
accurately and for which we are not able to budget significantly in advance. Such outlays could raise our cost of goods
sold and be detrimental to our financial results. At the same time, the development of new hosting infrastructure
requires significant lead time. If we do not accurately predict our infrastructure capacity requirements, our existing
customers may experience service outages that may subject us to financial penalties, financial liabilities and the loss of
customers. If our hosting infrastructure capacity fails to keep pace with sales, customers may experience delays as we
seek to obtain additional capacity, which could harm our reputation and adversely affect our revenue growth.

~ In addition, we are in the process of bringing to market a performance management product for which we may
not be able to accurately predict the number of users, transactions and infrastructure demands. Such a failure could
result in system outages for our customers and higher than expected costs to support and maintain our performance
management solution, which could negatively affect our reputation and our financial results.

Any significant disruption in our computing and communications infrastructure could harm our reputation,
result in a loss of customers and adversely affect our business.

Our computing and communications infrastructure is a critical part of our business operations. Our customers
access our solutions through a standard web browser. Our customers depend on us for fast and reliable access to our
applications. Much of our software is proprietary, and we rely on the expertise of members of our engineering and
software development teams for the continued performance of our applications. We have experienced, and may in
the future experience, serious disruptions in our computing and communications infrastructure. Factors that may
cause such disruptions include:

* human error;

« physical or electronic security breaches;

* telecommunications outages from third-party providers;
 computer viruses;

* acts of terrorism or sabotage;

= fire, earthquake, flood and other natural disasters; and
* power loss.

Although we back up data stored on our systems at least weekly, our infrastructure does not currently include
real-time, or near real-time, mirroring of data storage and production capacity in more than one geographically
distinct location. Thus, in the event of a physical disaster, or certain other failures of our computing infrastructure,
customer data from recent transactions may be permanently lost.

We have computing and communications hardware operations located at third-party facilities in the United States
with Internap on the east coast and with Equinix on the west coast. We do not control the operation of these facilities
and must rely on these vendors to provide the physical security, facilities management and communications
infrastructure services to ensure the reliable and consistent delivery of our solutions to our customers. Although
we believe we would be able to enter into a similar relationship with another third party should one of these
relationships fail or terminate for any reason, we believe our reliance on any third-party vendor exposes us to risks
outside of our control. If these third-party vendors encounter financial difficulty such as bankruptcy or other events
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beyond our control that cause them to fail to secure adequately and maintain their hosting facilities or provide the
required data communications capacity, our customers may experience interruptions in our service or the loss or theft
of important customer data. In the future, we may elect to open computing and communications hardware operations
at additional third-party facilities located in the United States, Europe or other regions, We are not experienced at
operating such facilities in jurisdictions outside the United States and doing so may pose additional risk to us.

We have experienced system failures in the past. If our customers experience service interruptions or the loss or
theft of their data caused by us, we may be required to issue credits pursuant to the terms of our contracts and may
also be subject to financial liability or customer losses. Such credits could reduce our revenues below the levels that
we have indicated we expect 10 achieve and adversely affect our margins and operating results.

Our insurance policies may not adequately compensate us for any losses that may occur due to any failures or
interruptions in our systems.

We must hire and retain key employees and recruit quahﬁed personnel or our future success and business
could be harmed

Our success depends on the continued employment of our senior management and other key employees, such
as our chief executive officer and our chief financia! officer. If we lose the services of one or more of our senior
management or key employees, or if one or more of them decides to join a competitor or otherwise to compete with
us, our business could be harmed. We do not maintain key person life insurance on any of our executive officers.
Additionally, our continued success depends, in part, on our ability to attract and retain qualified technical, sales and
other personnel.

Further, because our future success is dependent on our ability to continue to enhance and introduce new
products, we are particularly dependent on our ability to retain qualified engineers with the requisite education,
background and industry experience. In particular, because our research and development facilities are primarily
located in Quebec, Canada, we are substantially dependent on that relatively small labor market to attract and retain
qualified engineers. We intend to invest in development centers in other locations but to date our development in
operations in locaticns other than Quebec, Canada is not substantial.

We currently derive a significant portion of our revenue from international operations outside of North America
and expect to expand our international operations. However, we do not have substantial experience in international
markets, and may not achieve the expected resulls.

During the twelve months ended December 31, 2007, revenue generated outside of North America was 9.8%
of total revenue, based on the location of the legal entity of the customer with which we contracted. We currently
have international offices outside of North America in Australia, France, the Netherlands, Singapore and the United
Kingdom, which focus primarily on selling and implementing our solutions in those regions. However, we currently
maintain data centers only in the United States. In 2008, we plan to continue our research and development
operations in Quebec, Canada and expand our international operations, including opening product development
locations and data centers outside of North America, We may also expand our international sales and services
locations. These initiatives will involve a variety of risks, including:

« unexpected changes in regulatory requirements, taxes, trade laws, tariffs, export quotas, custom duties or
other trade restrictions;

» differing regulations in Quebec with regard to maintaining operations, products and public information in
both French and English;

= differing labor regulations, especially in the European Union and Quebec, where labor laws are generally
more advantageous to employees as compared to the United States, including deemed hourly wage and
overtime regulations in these locations;

+ more stringent regulations relating to data privacy and the unauthorized use of, or access 10, commercial and
personal information, particularly in Europe and Canada;
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» reluctance to allow personally identifiable data related to non-U.S. citizens to be stored in databases within
the United States, due to concerns over the United States government’s right to access personally identifiable
data of non-U.S. citizens stored in databases within the United States or other concerns;

» greater difficulty in supporting and localizing our products;

» greater difficulty in localizing our marketing materials and legal agreements, including translations of these
materials into local language;

« changes in a specific country’s or region’s political or economic conditions;

* challenges inherent in efficiently managing an increased number of employees or independent contractors
over large geographic distances, including the need to implement appropriate systems, policies, benefits and
compliance programs; '

* limited or unfavorable intellectual property protection; and
* restrictions on repatriation of earnings.
If we invest substantial time and resources to expand our international operations and are unable to do so

successfully and in a timely manner, our business and operating results will suffer.

Fluctuations in the exchange rate of foreign currencies could result in currency transaction losses, which
could harm our operating results and financial condition.

We currently have foreign sales denominated in foreign currencies, including the Australian dollar, British
pound sterling, Canadian dollar, the euro, New Zealand dollar, Singapore dollar and Swiss franc and may in the

future have sales denominated in the currencies of additional countries in which we establish or have established *

sales offices. In addition, we incur a substantial portion of our operating expenses in Canadian dollars and, to a much
lesser extent, other foreign currencies. Any fluctuation in the exchange rate of these foreign currencies may
negatively affect our business, financial condition and operating results. For instance, in 2007, the impact of
changes in foreign currency exchange rates compared to the average rates in effect during 2006 was a $1.2 million
decrease in earnings. In 2008, we expect that the volatility in exchange rates for foreign currencies may continue
and we could incur additionai losses from the impact of such fluctuations. We have not previously engaged in
foreign currency hedging. If we decide to hedge our foreign currency exposure, we may not be able to hedge
effectively due to lack of experience, unreasonable costs or illiquid markets.

If we fail to defend our proprietary rights aggressively, our competitive advantage could be impaired and we
may lose valuable assels, experience reduced revenue, and incur costly litigation fees to protect our rights.

Our success is dependent, in part, upon protecting our proprietary technology. We rely on a combination of
copyrights, trademarks, service marks, trade secret laws, and contractual restrictions to establish and protect our
proprietary rights in our products and services. We do not have any issued or pending patents and do not rely on patent
protection. We will not be able to protect our intellectual property if we are unable to enforce our rights or if we do not
detect unauthorized use of our intellectual property. Despite our precautions, it may be possible for unauthorized third
parties to copy our products and use information that we regard as proprietary to create products and services that
compete with ours. Some license provisions protecting against unauthorized use, copying, transfer and disclosure of
our licensed products may be unenforceable under the laws of certain jurisdictions and foreign countries in which we
operate. Further, the laws of some countries do not protect proprietary rights to the same extent as the laws of the
United States. To the extent we expand our international activities, our exposure to unauthorized copying and use of
our products and proprietary information may increase. We enter into confidentiality and invention assignment
agreements with our employees and consultants and enter into confidentiality agreements with the parties with whom
we have strategic relationships and business alliances. No assurance can be given that these agreements will be
effective in controlling access to and distribution of our products and proprietary information. Further, these
agreements do not prevent our competitors from developing technologies independently that are substantially
equivalent or superior to our products. Initiating legal action may be necessary in the future to enforce our intellectual
property rights and to protect our trade secrets. Litigation, whether successful or unsuccessful, could result in
substantial costs and diversion of management resources, either of which could seriously harm our business.
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Current and future litigation against us' could be costly and time consuming to defend.

We are sometimes subject to legal proceedings and claims that arise in the ordinary course of business.
Litigation may result in substantial costs and may divert management’s attention and resources, which may
seriously harm our business, overall financial condition, and operating results. In addition, legal claims that have not
yet been asserted against us may be asserted in the future, see Note 12 — Commitments and Contingencies in our
notes to consolidated financial statements. '

Our results of operations may be adversely affected if we are subject to a protracted infringement claim or a
claim that results in a significant award for damages.

Software product developers such as us may continue to re¢eive infringement claims as the number of products
and competitors in our space grows and the functionality of products in different industry segments overlaps. For
example, Kenexa, a competitor, filed suit against us for patent infringement in August 2007 and other infringement
claims have been threatened against us. We can give no assurance that such claims will not be filed in the future. Our
competitors or other third parties may also challenge the validity or scope of our intellectual property rights. A claim
may also be made relating 1o technology that we acquire or license from third parties. If we were subject to a claim
of infringement, regardless of the merit of the claim or our defenses, the claim could:

* require costly litigation to resol've and the payment of substantial damages;
* require significant management time;

* cause us to enter into unfavorable royalty or license agreements;
* require us 1o discontinue the sale of our products;

* require us to indemnify our customers or third-party service providers; or

* require vs to expend additional development resources to redesign our pfoducts.

We entered into standard indemnification agreements in the ordinary course of business and may be required to
indemnify our customers for our own products and third-party products that are incorporated into our products and
that infringe the intellectual property rights of others. Although many of the third parties from which we purchase
are obligated to indemnify us if their products infringe the rights of others, this indemnification may not be
adequate.

In addition, from time to time there have been claims challenging the ownership of open source software
against companies that incorporate open source software into their products. We use open source software in our
products and may use more open source software in the future. As a result, we could be subject to suits by parties
claiming ownership of what we believe to be open source software. Litigation could be costly for us to defend, have
a negative effect on our operating results and financial condition or require us to devote additional research and
development resources to change our products.

Qur insurance policies will not compensate us for any losses or liabilities resulting from patent infringement claims.

We employ technology licensed from third parties for use in or with our solutions, and the loss or inability to
maintain these licenses or errors in the software we license could resulf in increased costs, or reduced service
levels, which would adversely affect our business.

We include in the distribution of our solutions certain technology obtained under licenses from other
companies, such as Oracle for database software, and Business Objects for reporting software. We anticipate
that we will continue to license technology and development tools from third parties in the future. Although we
believe that there are commercially reasonable software alternatives to the third-party software we currently license,
this may not always be the case, or we may license third-party software that is more difficult or costly to replace than
the third party software we currently license. In addition, integration of our products with new third-party software
may require significant work and require substantial allocation of our time and resources. Also, to the extent that ocur
products depend upon the successful operation of third-party products in conjunction with our products, any
undetected errors in these third-party products could prevent the implementation or impair the functionality of our
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products, delay new product introductions and injure our reputation. Our use of additional or alternative third-party
software would require us to enter into license agreements with third parties, which could result in higher costs.

s

Difficulties that we may encounter in managing changes -in the size of our business could affect our operating
results adversely.

In order to manage our business effectively, we must continually manage headcount in an efficient manner. In
the past we have undergone facilities consolidations and headcount reductions in certain locations and departments,
and we may do so again. In such-events we may incur charges for employee severance. As many employees are
located in jurisdictions outside of the United States, we are required to pay the severance amounts legally required in
such jurisdictions, which may exceed those of the United States. Further, we believe reductions in our workforce
and facility consolidation create anxiety and uncertainty, and may adversely affect employee morate. These
measures could adversely affect our employees that we wish to retain and may also adversely affect our ability to
hire new personnel. They may also negatively affect customers, ‘

Failure to manage our customer deployments effectively could increase our expenses and cause customer
dissatisfaction.

Enterprise deployments of our products require a substantial understanding of our customers’ businesses, and
the resulting configuration of our solutions to their business processes and integration with their existing systems.
We may encounter difficulties in managing the timeliness of these deployments and the allocation of personnel and
resources by us or our customers. In certain situations, we also work with third-party service providers in the
implementation or software integration-related services of our solutions, and we may experience difficulties in
managing such third parties. Failure to manage customer implementation or software integration-related services
successfully by us or our third-party service providers could harm our reputation and cause us to lose existing
customers, face potential customer disputes or limit the rate at which new customers purchase our solutions.

Our reported financial results may be adversely affected by changes in generally accepted accounting principles
-or changes in our operating history that impact the application of generally accepted accounting principles.

Accounting principles generally accepted in the United States, or GAAP, are subject to interpretation by the
Financial Accounting Standards Board, or FASB, the American Institute of Certified Public Accountants, or
AICPA, the SEC and various other organizations formed to promulgate and interpret accounting principles. A
change in these principles or interpretations could have a significant effect on our projected financial results.

Pursuant to the application of GAAP we recognize the majority of our application revenue monthly over the life
of the application agreement. In certain instances, the straight-line revenue recognized on a monthly basis may exceed
the amounts invoiced for the same period. If our history of collecting all fees reflected iri our application agreements
negatively changes, the application of GAAP may mandate that we not recognize revenue in excess of the fees
invoiced over the comesponding period for new agreements. The application of GAAP also requires that we
accomplish delivery of our solutions to our customers in order to recognize revenue associated with such solutions.
In the context of our model, delivery generally requires the creation of an instance of the solution that may be accessed
by the customer via the Internet. We may experience difficulty in making new products available to our customers in
this manner. In the event we are not able to make our solutions available to our customer via the Internet in a timely
manner, due to resource constraints, implementation difficulties or other reasons, our ability to recognize revenue from
the sales of our solutions may be delayed and our financial results may be negatively impacted.

If tax benefits currently available under the tax laws of Canada and the province of Quebec are reduced
or repealed, or if we have taken an incorrect position with respect to tax matters under discussion with the
Canadian Revenue Agency or other taxing authorities, our business could suffer.

The ' majority of our research and development activities are conducted through our Canadian subsidiary, Taleo
{Canada) Inc. We participate in a government program in.Quebec that provides investment credits based upon
qualifying research and development expenditures. These expenditures primarily consist of the salaries for the persons
conducting research and development activitics. We have participated in the program since 1999, and expect that we
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will continue to receive these investment tax credits through December 2010. In 2007, we recorded a CAD $2.6 million
reduction in our research and development expenses as a result of this program. We anticipate the continued reduction
of our research and development expenses through application of these credits through 2010, If these investment tax
benefits are reduced or eliminated, our financial condition and operating results may be adversely affected.

In addition to the research and development investment credit program described above, our Canadian subsidiary
has applied to participate in a scientific research and experimental development, or SRED, program administered by the
Canadian federal government that provides income tax credits based upon qualifying research and development
expenditures, including capital equipment purchases. In June 2007, we filed our initial SRED credit claims with respect
to our 2005 and 2006 tax years and recorded combined credits of CAD $2.1 million and CAD $1.1 million in 2007. Qur
Canadian subsidiary is eligible to remain in the SRED program for future tax years as long as its development projects
continue o qualify. These federal SRED tax credits can only be applied to offset federal taxes payable and are reported as
a credit to tax provision to the extent they reduce taxes payable to zero with any residual benefits recorded as a net
deferred tax asset. We believe that our Canadian subsidiary is in compliance with these government programs and that all
amounts recorded will be fully realized. If these investment credits are reduced or disallowed by the Canada Revenue

+Agency ("CRA™), our financial conditiog.and operating resulfs may be adverse{y affected.

Our Canadian subsidiary is under examination by the Canada Revenue Agency (“CRA”) with respect to tax years
2000 and 2001. We have settled certain issues raised in the audit and are appealing the CRA’s treatment of Quebec
investment tax credits. Final resolution of the CRA’s examination will have bearing on the tax treatment applied in
subsequent periods not currently under examination. We have recorded income tax reserves believed to be sufficient to
cover the estimated tax assessments for the open tax periods and have estimated the potential range of additional
income, as a result of the Quebec investment tax credit, to be between CAD $1.0 million and $18.4 million.

There could be a significant impact to our uncertain tax position over the next twelve months depending on the
outcome of the on-going CRA audit. In the event the CRA audit results in adjustments that exceed both our income tax
reserves and available deferred tax assets, our Canadian subsidiary may become a tax paying entity in 2008 or in a
prior year including potential penalties and interest. Any such penalties cannot be reasonably estimated at this time.

We are seeking United States tax treaty relief through the appropriate Competent Authority tribunals for the
settlements entered into with CRA and will seek treaty relief for all subsequent final settlements. Although we
believe we have reasonable basis for our tax positions, it is possible an adverse outcome could have a material effect
upon our financial condition, operating results or cash flows in a particular quarter or annual period.

I :
Other Foreign Tax Examinations.

As we continue to expand internationally, we may become subject to review by various foreign taxing
authorities which could negatively impact our financial results. While we have reserved for these uncertainties and
do not expect the outcomes of these reviews to be material to our operations, our current assessment as to the
potential financial impact of these reviews could prove incorrect and we may incur income tax liability in excess of
OUT CUITEnt Ieserves,

Evolving regulation of the Internet may increase our expenditures related to camplmnce efforts, which may
adversely affect our financial condition.

As Internet commerce continues to evolve, increasing regulation by federal, state or foreign agencies may
become more likely. We are particularly sensitive to these:risks because the Internet is a critical component of our -
business model. For example, we believe increased regulation is likely in the area of data privacy, and laws and
regu]auons applying to the solicitation, collection, processing or use of personal or consumer information could
affect our customers’ ability to use and share data, potentially reducing demand for solutions accessed via the
Internet and restricting our ability to store, process and share data with our customers via the Internet. In addition,
taxation of services provided over the Internet or other charges imposed by government agencies or by private
organizations for accessing the Internet may also be imposed. Any regulation imposing greater fees for internet use
or restricting information exchange over the Internet could result in a decline in the use. of the Internet and the
viability of internet-based services, which could harm our business. :
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If we fail to develop our brand cost-effectively, our customers may not recognize our brand and we may incur
significant expenses, which would harm our business and financial condition.

We believe that developing and maintaining awareness of our brand in a cost-effective manner is critical to
achieving widespread acceptance of our existing and future solutions and is an important element in attracting new
customers. Furthermore, we believe that the importance of brand recognition will increase as competition in our
market intensifies. Successful promotion of our brand will depend largely upon the effectiveness of our marketing
efforts and on our ability to provide reliable and useful solutions at competitive prices. In the past, our efforts to
build our brand have involved significant expense, and we expect to increase that expense in connection with our
branding and marketing processes. Brand promotion activities may not yield increased revenue, and even if they do,
any increased revenue may not offset the expenses we incur in building our brand. If we fail to promote successfully
and maintain our brand, we may fail to attract enough new customers or retain our existing customers to the extent
necessary to realize a sufficient return on our brand-building efforts, and our business could suffer.

Our stock price is likely to be volatile and could decline.

The stock market in general and the market for technology-related stocks in particular has been highly volatile.

As a result, the market price of our Class A commoen stock is likely to be similarly volatile, and investors in our

_Class A common stock may experience a decrease in the value of their stock, including decreases unrelated to our

operating performance or prospects. The price of our Class A common stock could be subject to wide fluctuations in
response to a number of factors, including those listed in this “Risk Factors” section and others such as:

* Our operating performance and the performance of other similar companies;

¢ The overall performance of the equity markets;

* developments with respect to intellectual property rights;

= publication of unfavorable research reports about us or our industry or w1thdrawal of research;

* coverage by securities analysts or lack of coverage by securities analysts;

* speculation in the press or investment community;

+ general economic conditions and data and the impact of such conditions and data on the equity markets;

* terrorist acts; and T

* announcements by us ot our competitors of significant contracts, new technologles vamSlthﬂS com-

mercial relationships, joint ventures, or capital commitments:’

We may need to raise additional capital, which may not be available, thereby adversely affecting our ability to
operate our business, '

If we need to raise additional funds due to unforeseen circumstances, we cannot be certain that we will be able to
obtain additional financing on favorable terms, if at all, and any additional financings could result in additional dilution to
our existing stockholders. If we need additional capital and cannot raise it on acceptable terms, we may not be able to
meet our business objectives, our stock price may fall and you may lose some or all of your investment.

Provisions in our charter documents and Delaware law may delay or prevent a third party from acquiring us.

Our certificate of incorporation and bylaws contain provisions that could increase the difficulty for a third
party to acquire us without the consent of our board of directors. For example, if a potential acquirer were to make a
hostile bid for us, the acquirer would not be able to call a special meeting of stockholders to remove our board of
directors or act by written consent without a meeting. In addition, our board of directors has staggered terms, which
means that replacing a majority of our directors would require at least two annual meetings. The acquirer would also
be required to provide advance notice of its proposal to replace directors at any annual meeting, and will not be able
1o cumulate votes at a meeting, which will require the acquirer to hold more shares to gain representation on the
board of directors than if cumulative voting were permitted.
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Our board of directors also has the ability to issue preferred stock that could significantly dilute the ownership
of a hostile acquirer. In addition, Section 203 of the Delaware General Corporation Law limits business combination
transactions with 15% or greater stockholders that have not been approved by the board of directors. These
provisions and other similar provisions make it more difficult for a third party to acquire us without negotiation.
These provisions may apply even if the offer may be considered beneficial by some stockhoiders.

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

Our principal offices are in Dublin, California, where we lease approximately 35,000 square feet of space. We
entered into the Dublin lease in March 2006. The term of the Dublin lease is seven (7) years, commencing on
June 15, 2006, and we have one option to renew the lease for an additional term of five (5) years. Over the term, our
base rent ranges from approximately $52,000 per month to approximately $85,000 per month, in addition to

- operating expenses and taxes.

Qur primary research and development facility is in Quebec City, Canada, where we lease approximately
39,000 square feet of space. The Quebec lease has been in effect since December 1998 and expires on November 30,
2008. Our base rent is CAD$72,000 per month, in addition to operating expenses and taxes.

QOur former principal offices in San Francisco, California, consisting of approximately 12,109 square feet, was
subleased on October 19, 2006. The term of the sublease commenced on October 31, 2006, and will end on July 30,
2009. Under the sublease, we will receive monthly rental payments of approximately $22,000 until September 30,
2008, and $24,000 from October 1, 2008 to July 30, 2009. The monthly base rent payable by the sublessee under the
sublease was abated for the first two months of the term. The sublease also provides for the payment of additional
rent for operating expenses and taxes.

In North America, we have additional sales and services personnel throughout the United States, including
offices in Chicago and Toronto. Outside of North America, we maintain offices for our sales and services personnel
in the London area, Melbourne, Paris, Singapore and Sydney.

We believe that our facilities are adequate for current needs, though we may open additional sales, services,
development and support locations in 2008. We believe that suitable additional or substitute space will be available
as needed to accommodate foreseeable expansion of our operations.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are involved in claims, legal proceedings and potential claims that arise in the ordinary
course of business. For example, Kenexa Brassring, Inc., filed suit against us in the United States District Court for
the District of Delaware for patent infringement on August 27, 2007. Kenexa asserts that we have infringed patent
numbers 5999939 and 6996561, and seeks monetary damages and an injunction enjoining us from further
infringement. Management has reviewed this matter and believes that our software products do not infTinge
any valid and enforceable claim of these patents. We have filed an answer to the complaint filed by Kenexa
Brassring, Inc., and litigation is proceeding.

Other infringement claims have been threatened against us, in the past, see Note 12 — Commitments and
Contingencies in our notes to our consolidated financial statements. Based upon currently available information,
management does not believe that the ultimate outcome of these unresolved matters, individually and in the
aggregate, is likely to have a material adverse effect on our financial position or results of operations. However,
litigation is subject to inherent uncertainties and our view of these matters may change in the future. If we should be
subject to an unfavorable ruling by a court, there exists the possibility of a material adverse impact on our financial
position and results of operations for the period in which the unfavorable cutcome occurs, and potentially in future
periods. .
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our Class A common stock has been listed on the Nasdagq Global Market under the symbol “TLEO” since
September 29, 2005. Prior to that time, there was no public market for our Class A common stock. The following
table sets forth the range of high and low sales prices on the Nasdaq Global Market of the Class A common stock for
the periods indicated.

High Low

For the year ended December 31, 2007

Fourth quarter. . . . ... ... e $3397  $24.07
Third quarter . . ... ... e 26.07 20.23
Second qUAarEr . . . ... .. e, 22.54 15.25
Firstquarter . . ... ... . R 16.82 12.06
For the year ended December 31, 2006 :

Fourth qUAamer. . . . ... e $13.99 31001
Third qUATTET . .. .. i e e e e e e e 11.87 7.85
Second QUarter . . ... ... e 14.63 11.01
FIISt QUarter . . . .. e e e 14.81 12.04

As of February 29, 2008, there were approximately 68 holders of record of our Class A common stock and
1 holder of record of our Class B commeon stock. Because many of our shares of Class A common stock are held by
brokers and other institutions on behalf of stockholder, we are unable to estimate the total number of stockholders
represented by these record holders.
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Issuer Purchases of Equity Securities(1)

Total Number of
Period Shares Purchased

Price
Paid per Share

Total Number of
Shares Purchased as
Part of Publicly
Announced Plans
or Programs

Maximum Dollar
Vzlue of Shares
that May Yet Be
Purchased under

the Plans or Programs

January 1, 2007 through

January 31,2007 ... ... 12,618

February 1, 2007 through
February 28, 2007 .. . ..

March 1, 2007 through
March 31, 2007.......

April 1, 2007 through

April 30, 2007........ 7,405

May 1, 2007 through
May 31,2007 ........

June 1, 2007 through
June 30, 2007 ........

July 1, 2007 through

CJuly 31,2007, .. ... ... 6,892

August 1, 2007 through
August 31,2007 ... ...

September 1, 2007 through
September 30, 2007 . . ..

October 1, 2007 through

October 31, 2007...... 7,763

November 1, 2007 through
November 30, 2007 . ...

December 1, 2007 through
December 31, 2007 . ...

34,678

(1) In connection with our restricted stock and performance share agreements approved by the Board of Directors
on May 31, 2006, we repurchase common stock from employees as consideration for the payment of required

withholding taxes.

$13.20

$25.09

o5
—_—
o0
=)
—
]
S’

(2) Represents the weighted average price per share purchased during the year ended December 31, 2007.

Dividend Policy

We have never declared or paid any cash dividends on our Class A commen stock. We currently expect to
retain any future earnings for use in the operation and expansion of our business and do not anticipate paying any

cash dividends on our Class A common stock in the foreseeable future.
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Use of Proceeds from Public Offerings

Initial Public Offering

The Securities and Exchange Commission declared our registration statement, filed on Form S-1 (File
No. 333-114093) under the Securities Act in connection with the initial public offering of our Class A common
stock, $0.00001 par value, effective on September 28, 2005.'Since 2005, we have used the net proceeds for general
corporate purposes, including the expansion of our sales and marketing and research and development efforts,
working capital, capital expenditures and acquisitions of complementary businesses, products and technologies.

Stock Performance Graph

The following graph shows a comparison from September 28, 2005 through December 31, 2007 of cumulative
total return for Taleo’s Class A common stock, the Nasdaq stock Market (U.S.) Index and the Nasdaq Computer and
Data Processing Index. The graph assumes that $100 was invested on September 28, 2005 in (i) Taleo’s Class A
common stock and (ii) each of the indices as noted below, including reinvestment of dividends. No dividends have
‘been. paid or declared on Taleo’s Class A commdn stock. Note .that historic stock price performance is not
necessarily indicative of future stock price performance.

COMPARISON OF 27 MONTH CUMULATIVE TOTAL RETURN*
Among Taleo Corporation, The NASDAQ Composite Index
And The NASDAQ Computer & Data Processing Index

250
~— 1 Taleo Corporation

200 | & NASDAQ Composite ' /D

—O— NASDAQ Computer & Data Processing /

2z
2| 10
.
- | !7%8
S R e e e i — O
=
50
0

T T T T
9/28/05 12/05 12/06 12407

* $100 invested on 9/28/05 in stock or 8/31/05 in index-including reinvestment of dividends. Fiscal year ending
December 31.

Information used in the graph was obtained from a third party investment research firm, a scurce believed to be
reliable, but we are nrot responsible for any errors or omissions in such information.

The stock performance graph shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange

Act of 1934, as amended, or otherwisc subject to the liabilities under that Section, and shall not be deemed to be

incorporated by reference into any filing of Taleo under the Securities Act of 1933, as amended, or the Exchange
. Act,
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ITEM 6. SELECTED FINANCIAL DATA

The information below is derived from our consolidated financial statements and should be read in conjunction
with Item 8. — Financial Statements and Supplementary Data and Item 7. — Management’s Discussion and
Analysis of Financial Condition and Results of Operations. The consolidated statement of operations data for each
of the years ended December 31, 2004 and 2003 and the consolidated balance sheet data as of December 31, 2005,
2004 and 2003 are derived from our consolidated financial statements which are not included in this report. Our
historical results are not necessarily indicative of results for any future period.

Year Ended December 31,
2007 2006 2005 2004 2003
(In thousands, except per share data)

Consolidated Statements of Operations Data(1):

Revenue:
Application. .. ......... .. ... ... ... ... $105.092  $79,137 $63,296 $49,010 $ 36,029
Consulting . ... ... . i, 22,849 17,906 15,114 9,640 7,606
Total revenue .. ............. P 127,941 - 97,043 78,410 58,650 43,635
Cost of revenue; .
Application. . ............ ... ... . s 22,602 19,317 16,419 14,627 7.691
Consulting . .........vuiueiiiiinnnnnnn. 18,026 12,785 11,058 8,276 6,462
Total costof revenue . . .. ... ... ... ..... 40,628 32,102 27,477 22,903 14,153
Grossprofit. . ...... .. . i i 87,313 64,941 50,933 35,747 29,482
Operating expenses:
Sales and marketing ....................... 36,916 20,482 22,544 18,153 14,767
Research and development. . . . . N 22,981 19,475 16,687 15,932 10,927
General and administrative . ............ ..... 23,734 21,113 10,725 7,096 4,726
Restructuring charges .. .................... — 414 804 — —_
Charge for in-process research and development. . . — — — — 150
Total operating expenses . ................... 83,631 70,484 50,760 41,181 30,570
Operating income (loss). . ................... 3,682 (5,543) 173 (5,434) (1,088)
Other income (expense):
INterest iNCOME . . . o v ittt e et e e e 3,045 2,891 873 101 83
Interest expense. . . ... (137) ao7n  (1,273) {404) {152)
Fees for early extinguishment of debt. .. ........ — — {2,264) — (62)
Total other income (expense), net. ............. 2,908 2,784 (2,664) (303) (13D
Income (loss) before provision for income taxes. . . 6,590 (2,759) (2,491) (5,731 (1,219)
Provision (benefit) for income taxes. . .......... 2,707 {131} 4 (1) (89)
Netincome (loss) ......................... 3,883 (2,628) (2,495) (5,726} (1,308)
Accrual of dividends and issuance costs on - :

preferred stock. . ... ... ... ... L — — (2,984) (3,299) (2,744)
Net income (loss) attributable to Class A common

stockholders . ................ ... ... ... $ 3883 $(2,628) $(5479 % (9,025) 3 (4,052)
Net income (loss) attributable to Class A common 7

stockholders per share —basic.............. $ 016 § (0.13) § (L19Y $(161.16) $(162.08)
Net income (loss) loss attributable to Class A

common stockholders per share — diluted . . . .. $ 013 $ (0.13) § (1.19) $(161.16) $(162.08)
Weighted-average Class A common shares —

basic....... ... . e 24,116 20,031 4,619 56 25
Weighted-average Class A common shares —

diluted(2) . ... .. 28,777 20,031 4,619 56 25
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December 31,
2007 2006 2005 2004 2003
(In thousands)

Consollidated balance sheet data: -
Cash and cash equivalents . ................. $ 86,135 $ 58785 $59346 $ 5773  §$ 18,194

Working capital (deficit) .. ................. 69,911 57,795 58,497 (1,371) 2,374
Total assets . ... ......... e e 164,676 117,420 99,020 38,648 42,057
Long-termdebt(3) ... .............. ... ... 878 17 399 2,573 216
Total preferred stock and exchangeable share

obligation .. ..... ... .. .. .. . oL 331 796 1,715 52,073 48,659
Total stockholders’ equity (deficit) . ........... 102,108 77430 - 71,698 (42,996) (34,427)

(1) We acquired White Amber, Inc. in October 2003, Recruitforce.com, Inc. in March 2005, certain assets of
JobFlash, Inc. in March 2007 and certain assets of Wetfeet, Inc. in July 2007. Our consolidated statement of
operations and balance sheet data include the results of White Amber, Inc., Recruitforce.com, Inc., JobFlash,
Inc. and Wetfeet, Inc. only for periods subsequent to October 21, 2003, March 10, 2005, March 7, 2007 and
July 3, 2007, respectively, see ITEM 7. — Management’s Discussion and Analysis of Financial Condition and

"Results of Operations and Note 3 — Business Combinations in our notes to our consolidated financial
statements for additional information regarding our acquisitions with respect to Recruitforce.com., Inc.,
JobFlash, Inc. and Wetfeet, Inc.’

(2) Exchangeable Shares, redeemable convertible preferred stock, stock options, and warrants are not included if
antidilutive for the periods presented, see Note 8 — Preferred Stock and Note 9 —— Common stock in our notes
to our consolidated financial statements. '

(3} Includes long-term debt & capital leases related to production equipment and internal use software, see
Note 12 — Commitments and Contingencies in our notes to our consolidated financial statements

ITEM 7. MANAGEMENT’S DISC USSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF QPERATION

The following discussion should be read in conjunction with our Item 8 — Financial Statements and
Supplementary Data.

Overview

We are a leading provider of on-demand, talent management software solutions. We offer recruiting,
performance management, internal mobility and other talent management solutions that help our customers attract
and retain high quality talent, more effectively match workers’ skills to business needs, reduce the time and costs
associated with manual and inconsistent processes, ease the burden of regulatory compliance, and increase
workforce productivity through better alignment of workers’ goals and career plans with corporate objectives. Our
performance management solution became generally available in February 2008 and accordingly did not contribute
to net revenues in 2007 or prior years.

We offer two suites of talent management solutions: Taleo Enterprise Edition and Taleo Business Edition.
Taleo Enterprise Edition is designed for larger, more complex organizations. Taleo Business Edition is designed for
smaller, less complex organizations, stand-alone departments and divisions of larger organizations, and staffing
companies. Our revenue is primarily earned through subscription fees charged for accessing and using these
solutions. Qur customers generally pay us in advance for their use of our solutions, and we use these cash recelptﬁ to
fund our operations. Our customers generally pay us on a quarterly or annual basis.

We focus our evaluation of our operating results and financial condition on certain key metrics, as well as
certain non-financial aspects of our business. Included in our evaluation are our revenue composition and growth,
net income, and our overall liquidity that is primarily comprised of our cash and accounts receivable balances.
Non-financial data is also evaluated, including, for example, purchasing trends for software applications across
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industries and geographies, input.from current and prospective customers relating to product functionality and
general economic data relating to employment and workforce mix between professional, hourly and contingent
workers. We use this aggregated information to assess our historic performance, and also to plan our future strategy.

On June 26, 2007, we entered into an asset purchase agreement (the “Wetfeet Asset Purchase Agreement”) by
and among us, Universum Communications Holdings, Inc, Wetfeet, Inc. (“Wetfeet”) and U.S. Bank National
Association as escrow agent, for the acquisition by us of certain assets of Wetfeet relating to Wetfeet’s hiring
management solutions business (the “Wetfeet Transaction”). The Wetfeet Transaction closed on July 3, 2007. The
net cash amount paid by us at closing in connection with the acquisition was approximately $0.3 million in cash, of
which approximately $0.1 million was placed into escrow for one year following the closing, to be held as partial
security for certain losses that may be incurred by us in the event of certain breaches of the representations and
warranties covered in the asset purchase agreement or certain other events. The Wetfeet Asset Purchase Agreement
provides for additional payments of up to approximately $1.3 million to be made to Wetfeet in July 2008 upon the
achievement of certain milestones by the first anniversary of the closing date (“Second Payment”). As of
December 31, 2007, such milestones had been substantially achieved. As in the case of the payment placed in
escrow, the Second Payment is subject to adjustment for certain breaches of the representations and warranties
covered in the asset purchase agreement or certain other events. The total cost of the acquisition including legal,
accounting, valuation and other professional fees will be $1.7 million. Under the terms of the Wetfeet Transaction,
we acquired a portion of Wetfeet’s intellectual property, technology and customer contracts. We have substantially
converted the Wetfeet customers fo our products, and plan to discontinue the Wetfeet product in 2008, As such, we
retained certain Wetfeet services and development personnel on a contractual basis. In addition, we assumed certain
liabilities relating to the purchased assets.

On March 2, 2007, we entered into an asset purchase agreement (the “JobFlash Asset Purchase Agreement”)
by and among us, JobFlash, Inc. (“JobFlash™) and U.S. Bank National Association as escrow agent, for the
acquisition by us of certain assets of JobFlash relating to JobFlash’s talent management and human resources
solutions business (the “JobFlash Transaction™). The JobFlash Transaction closed on March 7, 2007. The total
consideration paid by us in connection with the JobFlash Transaction was approximately $3.1 million, of which
$0.5 million was placed into escrow for one year following the closing to be held as partial security for certain losses
that may be incurred by us in the event of certain breaches of the representations and warranties covered in the
JobFlash Asset Purchase Agreement or certain other events. The total cost of the acquisition including legal,
accounting, valuation and other professional fees was $3.3 million. Under the terms of the JobFlash Transaction, we
acquired substantially all of JobFlash's intellectual property, technology, and customer contracts. We hired the
majority of JobFlash’s sales, services, and development personnel. In addition, we assumed certain liabilities
relating to the purchased assets. JobFlash provides a telephone interactive voice response solution for job applicants
and interview scheduling solutions. As of December 31, 2007, assets acquired in the JobFlash transaction have
provided the basis for our Taleo Scheduling Center solution and hourly hiring management tools for our Taleo
Business Edition solutien.

During the first quarter of 2007, we decided to discontinue the time and expense processing services related to
our Taleo Contingent solution. There are approximately 38 full time positions that may be terminated as part of this
transition, which is targeted to be completed in 2008. As of December 31, 2007, 15 positions had been terminated
and 4 employees had been reassigned to other departments. The total estimated liability for exit packages is
expected to be $0.7 million.

Sources of Revenue

We derive our revenue from two sources: application revenue and consulting revenue.

Application Revenue

" Application revenue is generally comprised of subscription fees from customers accessing our applications,
which includes the use of the application, application and data hosting, and maintenance of the application. The
majority of our application subscription revenue is recognized monthly over the life of the application agreement,
based on a stated, fixed-dollar amount. Revenue associated with our Taleo Contingent solution is recognized based
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on a fixed contract percentage of the dollar amount invoiced for contingent labor through use of the application.
Effective March 2007, we ceased entering into agreements to provide time and expense processing as a component
of our Taleo Contingent solution and, accordingly, our revenue model based on a percentage of spend from such
processing services will end. We are servicing our current customers to which we provide such time and expense
processing services through the expiration of their current agreements with us. We expect revenue from time and
expense processing for these customers to continue to decline and ultimately end in 2008. The term of our
application agreements for Taleo Enterprise Edition signed with new customers in 2007, 2006, and 2005 was
typically three or more years. The term of application agreements for Taleo Business Edition is typically one year.
Qur customer renewals on a dollar basis have historically been greater than 95%.

Application agreements entered into during 2007, 2006, and 2005 are generally non-cancelable, or contain
significant penalties for early cancellation, although customers typically have the right to terminate their contracts
for cause, if we fail to perform our smaterial obligations.

Consulting Revenue

Consulting revenue consists primarily of fees associated with application configuration, integration, business
process re-engineering, change management, and education and training services. Our consulting engagements are
typically billed on a time and materials basis, although we may sell consulting services under milestone or fixed fee
contracts, and in such cases, recognize consulting revenues on a percentage-of-completion basis. From time to time,
certain of our consulting projects are subcontracted to third parties. Our customers may also elect to use unrelated
third parties for the types of consulting services that we offer. Qur typical consulting contract provides for payment
within 30 to 60 days of invoice. '

Cost of Revenue and Operating Expenses
Cost of Revenue

Cost of application revenue primarily consists of expenses related to hosting our application and providing
support, including employee related costs and depreciation expense associated with computer equipment. We
allocate overhead such as rent and occupancy charges, employee benefit costs and depreciation expense to all
departments based on employee count. As such, overhead expenses are reflected in each cost of revenue and
operating expense category. We currently deliver our solutions from two primary data centers that host the
applications for all of our customers, though we plan to open one or more additional data centers in 2008.

Cost of consulting revenue consists primarily of employee related costs associated with these services and
allocated overhead. The cost associated with providing consulting services is significantly higher as a percentage of
revenue than for our application revenue, primarily due to labor costs. We also subcontract to third parties for a
portion of our consulting business. To the extent that our customer base grows, we intend to continue to invest
additional resources in our consulting services. The timing of these additional expenses could affect our cost of
revenue, both in dollar amount and as a percentage of revenue, in a particular quarterly or annual period.

Sales and Marketing

Sales and marketing expenses consist primarily of salaries and related expenses for our sales and marketing
staff, including commissions, marketing programs, and allocated overhead. Marketing programs include adver-
tising, events, corporate communications, and other brand building and product marketing expenses. As our
business grows, we plan to continue to increase our investment in sales and marketing by adding personnel, building
our relationships with partners, expanding our domestic and international selling and marketing activities, building
brand awareness, and sponsoring additional marketing events. We expect that our sales and marketing expenses will
increase in dollar terms as a result of these investments, however the overall sales and marketing expense as a
percentage of revenue is expected to stay consistent.
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Research and Development

Research and development expenses consist primarily of salaries and related expenses and allocated overhead ,
and third-party consulting fees. Qur expenses are net of the tax credits we receive from the Government of Quebec.
We focus our research and development efforts on increasing the functionality and enhancing the ease of use and
quality of our apphcanons as well as developing new products and enhancing our infrastructure. We expect that the
amount of research and development expenses will increase in dollar terms and as a percentage of revenue as we
upgrade our existing applications and develop new technologies.

General and Administrative

General and administrative expenses consist of salaries and related expenses for executive, finance and
accounting, human resource, legal, operations and management information systems personnel, professional fees,
board compensation and expenses, expenses related 10 potential mergers and acquisitions, other corporate expenses,
and allocated overhead. We expect that the amount of general and administrative expenses will skightly increase in
dollar terms as we add personnel over the next year, however as a percentage of revenue are expected to stay
consistent.

Employee Benefits

Effective January 1, 2008, we instituted a 401(k) matching program with the following specifics: (i) for
employee contributions to the our 401(k) plan of up to 4% of the each employee’s base salary, we will match such
employee contributions at a rate of $0.50 for every $1.00 contributed by the employee; and (i) our 401 (k) matching
program has a three year vesting period with one third of the employer contribution match vesting each year over the
three year period. We expect to incur additional employee related costs in 2008 as a result of the adoption of this
program.

Critical Accounting Policies and Estimates

Qur consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States, or GAAP. The preparation of these consolidated financial statements requires us
to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, costs and expenses
and related disclosures. We base our estimates on historical experience and on various other assumptions that we
believe to be reasonable under the circumstances. In many instances, we could have reasonably used different
accounting estimates, and in other instances changes in the accounting estimates are reasonably likely to occur from
period to period. Accordingly, actual results could differ significantly from the estimates made by our management.
To the extent that there are material differences between these estimates and actual results, our future financial

statement presentation, financial condition, results of operations and cash flows will be affected.

In many cases, the accounting treatment of a particular transaction ts s'pei:iﬁcal]y dictated by GAAP and does
not require management’s judgment in its application, while in other cases, management’s judgment is required in
selecting among available akternative accounting standards that allow different accounting treatment for similar
transactions. We believe that the accounting policies discussed below are critical to understanding our historical and
future performance, as these policies relate to the more significant areas involving management’s judgments and
estimates. Our management has reviewed these critical accounting policies, our use of estimates and the related
disclosures with ocur avdit committee.

Revenue Recognition

We derive revenue primarily from fixed subscription fees for access to and use of our on-demand solutions,
which fees are collectively reflected as application revenue, and secondarily from professional services, which are
reflected as consulting revenue.

+

In addition to fixed subscription fees arrangements, on limited occasions, we have entered into arrangements
including a perpetual license with hosting services to be provided over a fixed term. For hosted arrangements,
revenues are recognized under the provisions of Emerging Issues Task Force or EITF No. 00-3, Application of
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AICPA Statement of Position 97-2 to Arrangements That Include the Right to Use Software Stored on Another
Entity's Hardware.

Our application revenue is recognized when all of the following conditions have been satisfied:
+ persuasive evidence of an agreement exists; -

* delivery has occurred;

» fees are fixed or determinable; and

« the collection of fees is considered probable.

We utilize the provisions of EITF No. 00-21, “Revenue Arrangements with Multiple Deliverables” to
determine whether our arrangements containing multiple deliverables contain more than one unit of accounting.
Multiple element arrangements require the delivery or performance of multiple products, services and/or rights to
use assets. Typically, we measure and allocate the total arrangement fee among each of the elements based on their
fair value.

Application Revenue

The majority of our application revenue is recognized monthly over the life of the application agreement,
based on stated, fixed-dollar amount contracts with our customers and consists of:

« fees paid for subscription services ,
 amortization of any related set-up fees

« amortization of fees paid for hosting services and software maintenance services under certain software
license arrangements; and

« amortization of related consulting fees in certain multiple element subscription arrangements where VSOE
does not exist for an undelivered element

Our revenue associated with the time and expense processing functionality of our Taleo Contingent solution is
recognized based on a fixed, contracted percentage of the dollar amount invoiced for contingent labor through use
of the application, and is recorded on a net basis under the provisions of EITF No. 99-19, “Reporting Revenue Gross
as a Principal versus Net as an Agent” as we are not the primary obligor under the arrangements, the percentage
earned by us is typically fixed, and we do not take credit risk.

Consulting Revenue

Consulting revenue consists primarily of fees associated with application configuration, integration, business
process re-engineering, change management, and education and training services. Our consulting engagements are
typically billed and recognized on a time-and-materials basis, although in some instances we sell consulting
services under milestone or fixed-fee contracts and, in those cases, we recognize consulting revenues on the lower
of the milestone or a percentage of completion basis. '

In arrangements that include both subscription and consulting services we recognize consulting services as
they are performed if the consulting services qualify as a separate unit of accounting in the multiple element
arrangement, Consulting services qualify as a separate unit of accounting when they have stand alone value and
when fair value has been established. If the consulting services do not qualify as a separate unit of accounting, the
related consulting revenues are combined with the subscription revenues and recognized ratably over the
subscription term.

Research and Development

We account for software development costs under the provisions of Statement of Financial Accounting
Standards, or SFAS No. 86 “Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise
Marketed.” Accordingly, we capitalize certain software development costs after technologica! feasibility of the
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product has been established. Such costs have been immaterial to date, and accordingly, no costs were capitalized
during the years ended December 31, 2007 and 2006.

Stock-based Compensation

We adopted SFAS 123(R) “Share-Based Payment” effective lanuary 1, 2006. Under the provisions of
SFAS 123(R), we recognize the fair vatue of stock-based compensation in financial statements over the requisite
service period of the individual grants, which generally equals a four year vesting period. We have elected the
modified prospective transition method for adopting SFAS 123(R), under which the provisions of SFAS 123(R)
apply to all awards granted or modified after the date of adoption. The unrecognized expense of awards not yet
vested at the date of adoption is recognized in our financial statements in the periods after the date of adoption using
the same value determined under the original provisions of SFAS 123, “Accounting for Stock-Based Compensa-
tion,” as disclosed in previous filings. We recognize compensation expense for the stock option awards granted
subsequent to December 31, 2005 on a straight-line basis over the requisite service period, see Note 2 — Summary
of Significant Accounting Policies Stock-Based Compensation in our notes 10 consolidated financial statements.
Estimates are used in determining the fair value of such awards. Changes in these estimates could result in changes
0 our compensation charges.

Goodwill, Other Intangible Assets and Long-Lived Assets

In accordance with SFAS 142, “Goodwill and Other Intangible Assets,” we conduct a test for the impairment
of goodwill on at least an annual basis. We adopted October 1 as the date of the annual impairment test and,
therefore, we performed our first annual impairment test on October 1, 2004. The impairment test compares the fair
value of reporting units to their carrying amount, including goodwill, to assess whether impairment is present.
Based on our most recent assessment test, we do not have impairment as of Qctober 1, 2007, We will assess the
impairment of goodwill annually on October 1, or sooner if indicators of impairment arise.

SFAS 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” requires the review of the
carrying value of long-lived assets when impairment indicators arise. The review of these long-lived assets is based
on factors including estimates of the future operating cash flows of our business. These future estimates are based on
historical results, adjusted to reflect our best estimates of future market and operating conditions, and are
continuously reviewed. Actual results may vary materially from our estimates, and accordingly may cause a full
impairment of our tong-lived assets.

Income Taxes

We are subject to income taxes in both the United States and foreign jurisdictions and we use estimates in
determining our provision for income taxes. Deferred tax assets, related valuation allowances and deferred tax
liabilities are determined separately by tax jurisdiction. This process involves estimating actual cusent tax
liabilities together with assessing temporary differences of items for tax and accounting purposes. These differences
result in deferred tax assets and liabilities which are recorded on the batance sheet. Our deferred tax assets consist
primarily of net operating loss carry forwards. We assess the likelihood that deferred tax assets will be recovered
from future taxable income and a valuation allowance is recorded if it is deemed more likely than not some portion
of the deferred tax assets will not be recognized. In 2006, we reversed our Canadian subsidiary’s valuation
allowances by approximately $1.3 million since it was determined more likely than not these assets would be
realized. At December 31, 2007, we reversed valuation allowances in our remaining foreign subsidiaries which
resulted in a tax provision benefit of approximately $0.4 million. We continue to maintain a full valuation allowance
against our deferred tax assets. A portion of: our valuation allowance relates to deferred tax assets established in
connection with prior acquisitions. To the extent this portion of the valuation allowance is reversed in the future,
goodwill will be adjusted. Although we believe that our tax estimates are reasonable, the ultimate tax determination
involves significant judgment that could become subject to audit by tax authorities in the ordinary course of
business.

Compliance with income tax regulations requires us to make decisions relating to the transfer pricing of
revenue and expenses between each of our. legal entities that are located in several countries. Our determinations
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include many decisions based on our knowledge of'the underlying assets of the business, the legal ownership of
these assets, and the ultimate transactions conducted with customers and other third-parties, The calculation of our
tax liabilities involves deating with uncertainties in the application of complex tax regulations in multiple tax
jurisdictions. We are periodically reviewed by domestic and foreign tax authorities regarding the amount of taxes
due. These reviews include questions regarding the timing and amount of deductions and the allocation of income
among various tax jurisdictions. In evaluating the exposure associated with various filing positions, we record
estimated reserves for probable exposures. Such estimates are subject to change.
R )t

Results of Operations

The following tables set forth certain consolidated statements of operations data expressed as a percentage of
total revenue for the periods indicatéd. Period-to-period comparisons of our financial results are not necessarily
meaningful and you should not rely on them as an indication of future performance.

- Year Ended
. _ _ . . December 31,

Consni_idatgd Statement of Operations Data: « ' , 5 o g . ‘ . R
Revenue: . S R L R T R '
Application . . . .. e S T S .. -B82% - 82% 81%
CODSUIING. « « v vt e et ettt oo 18 18 - 19

.i- Total revenue. . ... ... e E e e . 100 100.. 100
Cost of revenue (as a percent of related revenue): T o ‘
Application . . . .. P T2 e 26
Consulting. . ......... e LT 79 M 13
Total cost of revenue (as a percent of total revenue) ... . .. e i 32 33, 35
Gross profit. ... ..... S e e . 68 61 65
Operating expenses: . S Coor 'I‘

Z t Tt . J- N Lo b [ . - ..
Sales and marketing. .. ......... .. i e 29 30 29
Research and development. . ... ... .. .. ... . i i iloiiiini i - 18 .20 21
General and administrative. . . ......... M e e .. 18 22 14

ReStructuring. . . .. oo oo e L S (LA = |
Total OPETating EXPENSES . . o\ vt vt v e e i a i 65 72 65
Operating income {lOSS). . . ... e e s 3 3 —

] O_ther income (expense):
Interest income .. ........... L e R R 2 3 1
Interest expense. . . .. .... PP EPEE e e e e —_ = {5
Total other income (expe‘rllée), net..... R R EERREERE 2 3 &
Net income (loss) before provision for income taxes..................... 5 (3} 3)
Provision (benefit) for INCOME TAXES . . ..o v ee e e e ae e 2 = =
Netincome (lOS8) ..ot e 3% (3% _(D%
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Comparison of the Years Ended December 31, 2007 and 2006

Doliar amounts in tables are shown in thousands.

Revenue
Year Ended
December 31,
2007 2006 $ Change % Change
(In thousands)

Application revenue ........... .. ... ... $105,092  §79,137  $25,955 33%
Consulting revenue . ... ......cvivnireunnn.n-, 22,849 - 17,906 4,943 28%
Total revenue .. ... ... . i e $127941  $97,043 330,898 32%

The increase in application revenue was primarily attributable to increased sales of our applications, including
sales to 78 new Taleo Enterprise Edition customers, 717 new Taleo Business Edition customers (including the
customers of JobFiash and Wetfeet), and sales of additional products and services to our current customers, The
increase in consulting revenue was attributable to higher demand for services from new and existing customers. We
expect total revenues to continue to increase as we continue to sell new and existing applications into our installed
customer base as well as to new customers.

QOur U.S. company is the contracting party tor all sales agreements in the United States and our Canadian
subsidiary is the contracting party for all Taleo Enterprise Edition sales agreements in Canada. Prior to January 1,
2003, certain of our subsidiaries outside of North America were the contracting parties for sales transactions within
their regions. After January 1, 2005, our U.S. company has been the contracting party for all new sales agreements
and renewals of existing sales agreements entered into with customers outside of North America. As our customers
renew their agreements with us over time, the percentage of total revenue identified to our subsidiaries outside of
North America should decline. Accordingly, the geographic mix of total revenue, based on the country of location
of the Taleo contracting entity, in the year ended December 31, 2007 was 93.2%, 5.5% and 1.3% in the United
States, Canada and the rest of the world, respectively, as compared 10 91.1%, 5.9% and 3.0%, respectively, in the
year ended December 31, 2006. We aiso track the geographic mix of our revenue on the basis of the location of the
contracting entity for our customers. The geographic mix of total revenue, based on the country of location of the
customer contracting entity, in the year ended December 31, 2007 was 90.2% from North America and 9.8% from
the rest of the world, as compared to 92.1% from North America and 7.9% from the rest of the world in the year
ended December 31, 2006.

Cost of Revenue

Year Ended
December 31,
2007 2006 $ Change % Change
(In thousands)
Application. ... ............... e $22,602  $19,317  $3,285 17%
Consulting .. ... ... ... .. i 18,026 12,785 5,2_41 41%
Total cost of TEVENUE . . ..\ i it e e e $40,628  $32,102  $8,526 . 27%

The increase in cost of application revenue was primarily attributable to a $1.8 million increase in
employee-related costs (including $1.1 million due to headcount increase of 12, $0.4 million in severance costs
related to the discontinuation of the time and expense processing services of our Taleo Contingent solution, and
$0.2 million in SFAS 123(R) costs), $1.3 million increase in infrastructure costs relating to hardware, software and
third-party fees for our hosting facilities and $0.2 million in outside professional services.

We expect the cost of application revenue in dollar terms will increase over 2008 as revenue increases but we
expect cost of application revenue to remain consistent as a percentage of application revenue.
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The increase in cost of consulting revenue was primarily due to a $3.4 million increase in employee-related
costs as a result of increasing headcount in 2007 by 21 and an increase of $0.2 million in SFAS 123(R) costs). In
addition, there was an increase of $0.8 million in fees to third parties that we subcontracted portions of our
consulting business to and $0.2 million in cross charges from other functional groups supporting consulting
engagements. The remaining $0.8 million increase represented increases in general overhead and depreciation
expenses relating to the increase in personnel. We expect the cost of consulting revenue to increase in dollar terms
over this year as consulting revenue increases, and to decrease as a percentage of consulting revenue, as we expect
the utilization rates for our consultants, which is the percentage of time out of a 2,080 hour work year that each
constltant is billable, to improve in 2008,

Gross Profit and Gross Profit Percentage ‘

Year Ended
December 31, X
2007 2006 $ Change % Change
(In thousands)
Gross profit - :
Application. ... ...... ... ... o i i $82,490  $59,820  $22,670 38%
Consulting . . ... ... 4,823 5,121 (298) (6)%
Total gross profit ............ ... ... .. $87.313  $64,941  $22,372 34%
Year Ended
December 31,

2007 2006  Change

Gross profit percentage :
Application .. ..... ... ... ... ... ... .. e e 8% 76% 2%

ConSUltINg . . .. e e e e 21%  29% (8Y%
Total gross profit PEFCENIAZE - - . .« oo oo ettt et e eee e e 68% 67% 1%

The increase in gross profit was a result of higher application and consulting revenues and specifically due to
an improvement in the gross profit margin on application revenues for the year ended December 31, 2007. Gross
profit on application revenue improved as a result of our ability to drive greater productivity from the headcount that
supports this revenue stream. Employee-related costs for application revenue grew by 17%, whereas application
revenue grew by 33%. Gross profit on consulting decreased due to a decrease in integration related engagements for
our technical services team as we introduced, Taleo Connect, our self-service integrations solution. Consulting
gross profit was also impacted by the timing of the revenue recognition for milestone based consulting
engagements.

We expect the total gross profit percentage to remain consistent over the near term.

Operating expenses

Year Ended
December 31,
2007 2006 $ Change % Change
* (In thousands)

Sales and marketing ... ........0 it $36,916 $29,482 § 7,434 25%
Research and development . . ................... 22,981 19,475 3,506 18%
General and administrative .. ................... 23,734 21,113 2,621 12%
Restructuring costs and other charges ............. — 414 (414) *
Total operating exXpenses. .. .. ... ...voueuennan.s $83,631 370,484 $13,147 19%

* not meaningful
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Sales and Marketing. We increased sales and marketing related activities and increased headcount by 22
over the year to increase growth of our business; resulting in a $5.9 million increase in employee-related costs -
(including $5.2 million in salary, bonus and commission and $0.7 million in SFAS 123{R) costs). Marketing
programs increased by $0.9 million due primarily to investment related to marketing our Taleo Business Edition
solution. We also incurred $0.6 million in increased travel, training and overhead expenses. In 2008 we expect sales
and marketing expenses to moderately increase in dollar amount and remain consistent as a percentage of revenue.

Research and Development. The increase in research and development expenses consisted primarily of a
$0.9 million increase in employee related costs driven by an increase in headcount in 2007 of 10 and including
$0.5 million in SFAS 123(R} costs. The increase was also driven by a $0.8 million increase in professional service
expense related to the development of our Taleo Performance Management solution, a $1.1 million increases in
software maintenance and depreciation, $0.7 million increase in travel,- training and overhead expenses. The
increase in expenses discussed above includes the impact of the U.S. dollar weakening against the Canadian dollar,

We expect that the amount of research and development expenses will increase in dollar terms and as a percentage
of revenue as we upgrade our existing applications and develop new technologies.

General and Administrative.  General and administrative expenses increased due to an increase in employee-
related costs of $5.0 million (including $4.2 million increase in salaries, bonus and associated benefits and
$0.7 million in SFAS 123(R) costs and other personnel expense of $0.1 million). Although the net increase in
headcount was 1, the increase in employee-related costs reflects the move of the finance function from Canada to
the U.S. in 2006 and 2007. Foreign currency loss was $0.5 million greater than prior year, primarily due to the
devaluation of the U.S. dollar against the Canadian dollar. Secondary offering costs accounted for a $0.6 million
increase. This was offset by a decrease in temporary help costs of $1.7 million, due to the elimination of consulting
support for compliance with the Sarbanes Oxley Act and SEC reporting obligations, a decrease of audit fees of
$0.7 million, a decrease in recruiting costs of $0.4 million, $0.3 million in bad debt reserve, $0.2 millien in lower
insurance and public company related costs and a decrease in travel and entertainment costs of $0.2 million

Restructuring charges., During the year ended December 31, 2006, restructuring and other charges were
$0.4 million for the exit from our San Francisco facility, see Note 16 — Severance and Exit Costs i m our notes to our
consolidated financial statements.

Contribution Margin

Year Ended
December 31,
2007 2006 $ Change % Change
. ) . (In thousands)
Contribution Margin — application .. ............. $59,509 340,345 $19,164 48%
Contribution Margin — consulting. . . ............. 4,823 5,121 (298) (6)%
Contribution Margin —total . . .................. $64,332 345466 $18,866 41%

* ,

Application contribution margin increased 48% year over year. This was due to a 33% increase in revenue
while application costs increased only by 17% and research and development expense by 18%. Efficient
management of the production envircnment, and controlled hiring in research and development contributed
towards margin improvement. Consulting contribution margin declined by 6% year over year as a result of an
increase in headcount by 21 (a 26% increase in headcount) and the ramp time involved before the new hires were
fully utilized. In addition, a higher proportion of consulting revenue was delivered by subcontractors contributing to
a lower margin and we experienced delays in consultlng revenue recognition as a result. of milestone based
consulting engagements.
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Interest income and interest expense

Year Ended
Decemtber 31, \
2007 2006 $ Change % Change
. . (In thousands)
Interest INCOME. . . o v ittt ettt e i e et e e ee e $3,045 52,891 $154 5%
Interest Xpense .'. . . ... e 13D (107) (30) 28%
Total other income (expense), net . ................. $2,908 $2,784 $i124 4%

Interest Income. The increase in interest income is primarily attributable to a higher cash balance throughout
2007 when compared to 2006 and that each quarter we grew our overall cash balance. We experienced a decline in
the average rate earned on our cash balance from 5.02% at the beginning of the year to 4.2% by the end of the year,
but as a result of the cash balance increasing throughout the year, interest income increased year over year.

Interest Expense. The increase in interest expense is attributable to imputed interest related to two financing
agreements for softwaré purchases entered into in the second and fourth quarter of 2007.

Provision (Benefit) for Income Taxes '

Year Ended
December 31,
2007 2006 . § Change % Change
. . ) {In thousands)
Provision (benefit} for income taxes . ... ............. $2,707  $(131)  $2,838 *

it B ]

* not meaningful

We recorded an-income tax provision of $2.7 million in 2007 compared to an income tax benefit of $(131,000)
in 2006, The provision was generated principally from the recording of an income tax reserve associated with our
ongoing Canadian revenue audit and current income tax expenses, offset by the reversal of valuation allowances in
our non Canadian foreign subsidiaries. At December 31, 2007, a fuil valuation allowance remains only against our
U.S. company’s deferred tax assets, as it was deemed more likely than not these assets will not be realized. If, based
on the operating results of 2008 and other evidence we are to conclude the U.S. deferred tax assets will be realized in
the future, we will reverse the valuation allowance which would likely have a material impact on our financial .
results in the form of reduced tax expense or increased tax benefits in the period the reversal occurs. There can be no
assurances we will reverse our U.S. company’s valuation allowance in 2008.

Comparison of the Years Ended December 31, 2006 and 2005

Dollar amounts in tables are shown in thousands.

Revenue
Year Ended
December 31,
2006 2005 $ Charige % Change
(In thousands)
Application revenue . ... .......ooveuirann.innns $79,137 $63,296 $15,841 25%
Consulting revenue . . ... ... .. e I 17,906 15,114 2,792 18%

Total revenue . .. ... vt e e $97.043 $78410 : $18,633 24%

The increase in application revenue was primarily attributable to increased sales of our applications, including
sales to new customers and additional sales to our current customers. The increase in consulting revenue was’
attributable to higher demand for services from new and existing customers plus higher than usual billable activity
in the end of year holiday period.
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Our U.S. company is the contracting party for all sales agreements in the United States and our Canadian
subsidtiary is the contracting party for all Taleo Enterprise Edition sales agreements in Canada. Prior to January 1,
2005, certain of our subsidiaries outside of North America were the contracting parties for sales transactions within
their regions. After January 1, 2005, our U.S. company has been the contracting party for all new sales agreements
and renewals of existing sales agreements entered into with customers outside of North America. As our customers
renew their agreements with us over time, the percentage of total revenue identified to our subsidiaries outside of
North America should decline. Accordingly, the geographic mix of total revenue, based on the country of location
of the Taleo contracting entity, in the year ended December 31, 2006 was 91.1%, 5.9% and 3.0% in the United
States, Canada and the rest of the world, respectively, as compared to 88.1%, 7.1% and 4.8%, respectively, in the
year ended December 31, 2005.

Cost of Revenue

Year Ended
December 31,
2006 2005 $ Change % Change
. {In thousands)
Application. ... ... ... . e $19,317  $16419 $2,898 18%
Consulting . ... ... ... ... .. . ... i 12,785 11,058 1,727 16%
Total costof revenue . ... ... ... ... in. $32,102 $27.477 $4,625 17%

The cost of application revenue increase was primarily attributable 10 a $0.9 million increase in employee-
refated costs (including $0.2 million for the impact of adopting SFAS 123(R})} and a $2.0 million increase in our
infrastructure costs relating to hardware, software and third-party fees for our hosting facilities.

The cost of consulting revenue increase was primarily attributable to a $1.4 million increase in employee-
related costs in our consulting group resulting from an increase in headcount (including $0.2 million for the impact
of adopting SFAS 123(R)). The remaining $0.3 million increase represented increases in general overhead expenses
relating to the increase in personnel.

Gross Profit and Gross Profit Percentage

Year Ended -
December 31,
2006 2005 $ Change % Change
(In thousands)
Gross profit
Application. ... ........ ... ... . $59,820 $46,877 $12,943 28%
Consulting . ... ..., ...t e e 5,121 4,056 1,065 26%
Total grossprofit ........ .0 v $64941  $50,933  $14,008 28%
Year Ended
December 31,

2006 2005 % Change

Gross profit percentage

Application . ... ... . e 76% T4% 2%
Consulling . . ... .. . e e 29% 27% 2%
Total gross profit percentage. . .. ... oot i e s 67% 65% 2%

The increase in gross profit was a result of higher application and consutting revenues and of improved gross
profit margin on those revenues for the year ended December 31, 2006, Gross profit margin on professional services
increased as a result of improved utilization rates within our consulting group. Gross profit margin on application
revenue improved as a result of our ability to drive greater productivity from the headcount that supports this
revenue stream. Employee-related costs grew by 10%, excluding the impact of adopting SFAS 123(R), whereas
revenue grew by 25%.
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Operating expenses

Year Ended
December 31,
2006 2005 $ Change % Change
(In thousands)
Sales and marketing . .......... .. ... .. $20,482  $22,544 § 6,938 31%
Research and development .. .. ................. 19,475 16,687 2,788 17%
General and administrative . ... ... .. .. ... 21,113 - "10,725 10,388 97%
Restructuring costs and other charges ............. 414 804 (390) (4N%
Total operating eXpenses . . ..o vvv v v entenrnnnns $70,484 850,760 $19,724 39%

Sales and Marketing.  In order to support our growth, we increased investment in sales and marketing related
activities resulting in a $4.1 million increase in employee-related costs (including salary and commissions increases
of $2.4 and $1.0 million for the impact of adopting SFAS 123(R)), a $1.7 million increase in marketing program
costs and $1.1 million in travel expense and overhead expenses.

Research and Development. The increase in research and development consisted primarily of a $2.0 million
increase in employee-related costs (including $0.7 million for the impact of adopting SFAS 123(R)) and a
$0.8 million cost for overhead allocations.

General and Administrative. General and administrative expenses increased due to an increase in employee-
related costs of $6.8 million (including $2.3 million for the impact of adopting SFAS 123(R), $1.8 million increase
in salaries, $1.8 million temporary help, $0.8 million increase in employee benefits and $0.1 million net in-other
employee-related cost). In addition, we experienced an increase in accounting, legal and consulting fees associated
with implementing Sarbanes Oxley Act controls, turnover in staff and retocation of our finance department from
Quebec to California. !

Restructuring charges. During the year, ended December 31, 2006, restructuring and other charges were
$0.4 million for the exit from our San Francisco facility, see Note 17 -—— Severance and Exit Costs in our notes to our
consolidated financial statements. In the year ended December 31, 2005, we recorded a charge of $0.8 million
associated with workforce reduction of $0.7 millicn and consolidation of excess facilities of $0.1 million. All of
these amounts were paid in 2003.

Contribution Margin

Year Ended

December 31,
. 2006 2005 $ Change % Change
. (In thousands)
Contribution Margin — application . .. ............ $40,345  $30,190  $10,155, 34%
Contribution Margin — consulting. . .. ............ 5,121 4,056 1,065 26%
Contribution Margin —total . . ............... ... $45,466  $34,246° $11,220 33%

Application contribution margin increased 34% year over year. This was due to a 25% increase in revenue
while application costs increased by 18% and research and development increased by 17%. In 2006, application
revenue increased due to higher customer demand. This increase was offset by an increase in personnel cost
resulting from the adoption of SFAS 123(R) as well as minimal increases in production and research and
development related cost. Consulting contribution margin increased 26% year over year as a result of improved
utilization rates within our consulting group. This increase was offset by personnel cost associated with the adoption
of SFAS 123(R), share-based compensation expense.
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Interest income and interest expense

Year Ended
December 31,
2006 2005 $ Change % Change
(In thousands)
Interest income . ... .. e $2,891 § 873 $2,018 231%
Interestexpense .. ........ ... .. i (10 (1,273) 1,166 92)%
Fees for early extinguishment of debt . ............. — (2,264) 2,264 o
Total other income (expense), net ... .............. $2,784  $(2,664) $5448 205%

Interest Income.  The increase in interest income is primarily attributable to a higher cash balance throughout
2006 resulting from 1PO proceeds received in October 2003,

Interest Expense. The reduction in interest expense is attributable to a lower debt balance throughout 2006
compared to the prior year. In 2006, long-term debt consisted solely of capital lease obligations, whereas in the prior
year, we had approximately $20.0 million of gross debt outstanding with Goldman Sachs Specialty Lendmg Group,
including debt issuance costs, until the fourth quarter of 2005.

Provision {Benefit) for Income Taxes
Year Ended
December 31,
2006 2005 © % Change % Change
(I thousands)

Provision (benefit) for income taxes . . .. ............... $(131) %4 $(135) -+ 3375%

We recorded an income tax benefit of ${0.1) million in 2006 compared to an income tax provision of $4,000 in
2005. The benefit was generated from minimal taxes payable from non-U.S. operations, a reversal of approximately
$(1.3) million of Canadian valuation allowances, and tax reserves of approximately $1.1 million associated with the
ongoing examination by the Canadian Revenue Agency relating to our Canadian subsidiary and uncertainty around
historical tax loss carryforwards benefited by our other international subsidiaries.

Liquidity and Capital Resources

We have funded our operations primarily through cash flows from operations and the 2005 initial public
offering of our common stock. As of December 31, 2007, we had cash and cash equivalents totaling $86.1 million,
net accounts receivable of $30.3 million, and investment credits receivable of $4.7 million. In addition, we have
$1.1 million in restricted cash, including $1.0 million in security deposits on our property leases and $0.1 million in
escrow funds for the acquisition of certain assets of Wetfeet, Inc.

Year Ended December 31,
2007 2006 $ Change % Change
(In thousands)
Cash provided by operating activities .. .. ........ $30,141 $ 9,262 520,879 225%
Cash used in investing activities . . .............. (13,789)  (12,059) (1,730) 14%
Cash provided by financing activities . ........... 10,100 2,388 7,712 323%
Year Ended
December 31,
2006 2005 $ Change % Change

(In thousands)
Cash provided by (used in) by operating activities. .. $ 9,262 3§ (875 § 10,137 1,159%
Cash used in investing activities ... ............. (12,059) . (8457 (3,602) 43%
Cash provided by financing activities . . ... ....... 2,388 63,041 (60,653) (96)%




Net Cash Provided by (Used in) Operating Activities

Net cash provided by operating activities of $30.1 million in the year ended December 31, 2007, compares to
net cash provided by operating activities of $9.3 million in the year ended December 31, 2006.

A significant item impacting our net cash provided by operating activities is accounts receivable, net of
allowances, which increased by $3.7 million in 2007. Our accounts receivable balance fluctuates from period to
period, depending on the timing of sales and billing activity, cash collections, and changes to our allowance for
doubtful accounts. We use days sales outstanding, or DSQ, calculated on a quarterly basis, as a measurement of the
quality and status of our receivables. We define DSO as (1) accounts receivable, net of allowance for doubtful
accounts, divided by total revenue for the most recent quarter, multiplied by (2) the number of days in that quarter.
DSO was 81 days at December 31, 2007 compared to 90 days at December 31, 2006. The decrease in DSO reflects
the effectiveness of the receivables management, and impact of our cash collection efforts resulting in higher cash
collection in 2007. DSO was 66 days at December 31, 2005, The increase in DSO from December 31, 2006 as
compared to December 31, 2005 was primarily attributable to slower than normal collections in 2006.

Another significant item affecting our net cash provided by operating activities is our deferred revenue. We
record deferred revenue in connection with the invoicing related to the sale of our applications. Our total deferred
revenue increased in 2007 by $17.3 million as a result of customers paying cash prior to receiving services. Deferred
revenue increased in 2006 as compared to 2005 by $7.6 million for the same reason.

In addition, our stock-based compensation expense was $6.7 million for the year ended December 31, 2007
compared to $4.5 million stock-based compensation expense for the year ended December 31, 2006. We expect to
continue to incur stock-based compensation expense and that will increase in dollar terms in 2008 as a result of
ongoing new hire and annual performance grants.

Depreciation and amortization expense was $6.9 million for the year ended December 31, 2007 compared to
$4.8 million for the year ended December 31, 2006. The increase was due to additions to fixed assets as well as
increase in intangibles due to the acquisition of ‘JobFlash and Wetfeet, Depreciation and amortization expense
decreased by $64,000 for the year ended December 31, 2006 compared to December 31, 2005. The decrease was
due to some fixed assets being fully amortized in 2006.

Cash provided by operating activities is driven by sales of our applications. The timing of our billings and
collections relating to the sales of our applications and consulting services is a significant component of our cash
flows from operations, as are the level of the deferred revenue on these sales. Additionally, cash flows from
operations will continue to be affected significanily by stock based compensation expense, and depreciation and
amortization of fixed assets and infangibles.

Net Cash Used in Investing Activities

Net cash used in investing activities increased to $13.8 million in 2007 primarily due to capital expenditures related
to our data centers, acquisitions of certain assets of JobFlash and Wetfeet and purchase of other hardware and software.

The increase to $12.1 million in net cash used for investing in 2006 was primarily due to capital expenditures
related to our data center, relocation of our corporate offices and implementation of a new general accounting system.

Net Cash Provided by Financing Activities

In 2007, net cash provided by financing activities was $10.] million and this is primarily the result of
$10.5 million in net proceeds received from the exercise of stock options, warrants and contributions to the
employee stock purchase plan, offset by $0.4 million of payments related to capital lease obligations. We had
$0.1 million outstanding as of December 31, 2007 under capital leases.

In 2006, net cash provided by financing activities was $2.4 million and this is primarily the resuit of $3.0 million
- in proceeds received from the exercise of stock options, warrants and contributions to our employee stock purchase
plan, offset by $0.6 million of payments related to capital lease obligations. Net cash provided by financing activities
was less than in the year ended December 31, 2005 due to the timing of our initial public offering in the fourth quarter
of 2005 and the $68.2 millicn of net proceeds received from the initial public offering in 2003.
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We had historically maintained a financing arrangement with National Bank of Canada. This agreement had
been in place since 1999. In January and March 2005, we amended our agreement with National Bank of Canada. In
April 2005, we terminated our debt arrangement with National Bank of Canada and repaid all amounts owed to
National Bank of Canada and entered into a loan agreement with Goldman Sachs. Under the $20.0 million term loan
with Goldman Sachs, which closed on April 25, 2005, we received net proceeds of approximately $15.5 million net
of deferred financing costs and the repayment of outstanding amounts to National Bank of Canada. The deferred
financing costs were amortized to interest expense over the life of the term loan. The term loan accrued interest at
LIBOR plus 6.0%, and interest payments were due monthly. A portion of the proceeds of the term loan were
restricted as to our ability to access the funds.

On October 4, 2005, we completed our initial public offering of 6,700,000 shares of commen stock at a price of
$14.00 per share. We sold 5,360,000 shares in the offering. Certain of our selling stockholders sold the remaining
1,340,000 shares in the offering. Upon the closing of the offering, we received net proceeds, afier deducting
underwriting discounts and commissions and other offering costs, of which $2.0 million was paid in 2004, of
$65.9 million. Simultaneous with the completion of the 1PO, 69,877,241 outstanding shares of preferred stock,
outstanding as of September 30, 2005, plus 4,136,489 shares issuable under antidilution provisions converted into
12,335,598 shares of Class A common stock as a result of the IPO. In addition, as of the date of our initial pubiic
offering, the holders of 17,879,362 Class A preferred exchangeable shares of 9090-5415 Quebec, Inc. and of
6,350,400 Class B preferred exchangeable shares of 9090-5415 Quebec Inc. could elect, or we could require them to
exchange their exchangeable shares for 4,038,287 shares of Class A common Stock at any time. Shares exchanged
during the years ended December 31, 2007 and 2006 were 1,218,159 and 2,1164,476, respectively. No shares were
exchanged during 2005. Also upon completion of the IPO, we issued 841,124 shares of Class A common stock in
lieu of payment of accrued dividends on our outstanding preferred stock based on the initial public offering price of
$14.00 share. The amount paid in cash for accrued dividends on preferred stock was $0.2 million.

On October 5, 2005, following completion of its initial public offering and pursuailt to the terms of our credit
agreement with Goldman Sachs, we made cash payments for outstanding principal and prepayment fees in the
amount of $20.6 million. We had no further borrowing capabilities with Goldman Sachs as of December 31, 2005,

We had $0.1 million and $0.4 million outstanding as of December 31, 2007 and 2006 respectively under capital
leases from other unrelated third parties. These are subject to interest rates ranging from 4.5% to 15.9% and mature
at varying dates through 2010.

We do not participate in transactions that involve unconsolidated entities or financial partnerships, such as
entities often referred to as structured finance or special purpose entities, which have been established for the
purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes. Excluding
operating leases for office space, computer equipment, software, and third party facilities that host our applications,
that are described below, we do not engage in off-balance sheet financing arrangements,

We believe our existing cash and cash equivalents, and anticipated cash provided by operating activities will be
sufficient to meet our working capital and capital expenditure needs for at least the next year. Additionally, our
future capital requirements will depend on many factors, including our rate of revenue growth, the expansion of our
sales and marketing activities, the timing and extent of spending to support product development efforts and
expansion into new ferritories, the timing of introductions of new applications and enhancements to existing
applications, and the continuing market acceptance of our applications. To the extent that existing cash and cash
equivalents, and cash from operations, are insufficient to fund our future activities, we may need to raise additional
funds through public or private equity or debt financing. We may enter into potential investments in, or acquisitions
of, complementary businesses, applications or technologies, in the future, which could also require us to seek
additional equity or debt financing. Additional funds may not be available on terms favorable to us or at all.

Contractual Obligations

We generally do not enter into long-term minimum purchase commitments. Our principal commitments,
which are not included in our debt agreements discussed above, consist of obligations under leases for office space,
operating leases for computer equipment and to a lesser extent for third-party facilities that host our applications.
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The following table summarizes our commitments to settle contractual obligations in cash under operating leases
and other purchase obligations, as of December 31, 2007:

Contractual obligations (in thousands)

Less Than

Total 1 Year 1-2 Years  3-5 Years

Capital lease obligations . .. .................... $ 354 § 38 $ 16 £ —
Interest payments .. ........... ...y 2 2. —_ —
Facility leases(1)................ S 6,760 2,285 2,084 2,391

- Operating equipment leases . .. .................. 1,345 1,180 151 14
Third party hosting facilities ... ... .. ........... 1,230 1,100 120 -
Software COMtractS. . . ... v v v e et e e eae e 5,231 3,819 1,412 —
Total contractual cash obligations ................ $14,(;22 $8,424 $3,793  $2.405

(1) Includes amounts associated with former headquarters facilities lease as described in Item 2 — Properties.

Legal expenditures could also affect our liquidity. We are regularly subject to legal proceedings and claims
that arise in the ordinary course of business, see Note 12 — Commitments and Contingencies in our notes to our
consolidated financial statements. Litigation may result in substantial costs and may divert management’s attention
and resources, which may seriously harm our business, financial condition, operating results and cash flows.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Exchange Risk

Our revenue is generally denominated in the local currency of the contracting party. The majority of our
revenue is denominated in U.S. dotlars. In the year ended December 31, 2007, 5% and 2% of our revenue, was
denominated in Canadian dollars and currencies other than the U.S. or Canadian dollar, respectively. Our expenses
are generally denominated in the currencies in which our operations are located. Our expenses are incurred
primarily in the United States and Canada, including the expenses associated with our research and development
operations that are maintained in Canada, with a small portion of expenses incurred outside of North America where
our other intérnational sales offices are located. Our results of operations and cash flows are therefore subject to
fluctuations due to changes in foreign currency exchange rates, particularly changes in the Canadian doltar, and to a
lesser extent, to the Australian dollar, British pound sterling, Euro, Singapore dollar and New Zealand dollar, in
which certain of our customer contracts are denominated. For the year ended December 31, 2007, the U.S. dollar
weakened by approximately 5% against the Canadian dollar on an average basis compared to the same period in the
prior year. This change in value decreased our earnings by $1.2 million which was comprised of increased revenue
of $0.3 million, offset by $0.5 million of additional cost of sales and $1.0 million of incremental operating expenses.
If the U.S. dollar continues to weaken compared to the Canadian dollar, cur operating results may suffer. We do not
currently enter into forward exchange contracts to hedge exposure denominated in foreign currencies or any
derivative financial instruments for trading or speculative purposes. In-the future, we may consider entering into
hedging transactions to help mitigate our foreign currency exchange risk.

Interest Rate Sensitivity

We had cash and cash equivalents of $86.1 million at December 31, 2007. This compares to $58.8 million at
December 31, 2006. These amounts were held primarily in cash or money market funds. Cash and cash equivalents
are held for working capital purposes, and restricted cash amounts are held as security against various lease
obligations. We do not enter into investments for trading or speculative purposes. Due to the short-term nature of
these investments, we believe that we do not have any material exposure to changes in the fair value of our
" investment portfolio as a result of changes in interest rates. Declines in interest rates, however, will reduce future
interest income.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockhoelders of
Taleo Corporation
Dublin, California

We have audited the accompanying consolidated balance sheets of Taleo Corperation and subsidiaries (the
“Company”} as of December 31, 2007 and 2006, and the related consolidated statements of operations, stock-
holders’ equity {deficit) and comprehensive income (toss}), and cash flows for each of the three vears in the period
ended December 31, 2007. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States}. Those standards require that we plan and perform the audit to obtain reascnable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our cpinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2007 and 2006, and the results of its operations and its cash flows for
each of the three years in the period ended December 31, 2007, in conformity with accounting principles generally
accepted in the United States of America.

As described in Note 2 to the consolidated financial statements, the Company adopted Financial Accounting
Standard Board (“FASB”} Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an interpretation
of FASB No. 109,” effective January 1, 2007 and Statement of Financial Accounting Standards No. 123(R), “Share
Based Payment,” effective January 1, 2006.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reportmg as of December 31, 2007, based on the
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Orga-
nizations of the Treadway Commission and our report dated March 13, 2008 expressed an unqualified opnmon on
the Company’s internal control over financial reporting.

s/ Deloitte & Touche LLP

San Jose, California
March 13, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Taleo Corporation
Dublin, California

 We have audited the internal control over financial reporting of Taleo Corporation and subsidiaries (the “Company™)
as of December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying Management’s Réport on Internal Control Over Financial
Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based
on our audit. ‘ ‘ : :

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of intemal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company s principal executive and principal financial officers, or persons performing similar functions, and effected by the
company’s board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due 1o error or fraud may not be prevented or detected
on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to
future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as
of December 31, 2007, based on the criteria established in Internal Controf — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. :

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated batance sheet as of December-31, 2007 and the related consolidated statements of operations,
stockholders’ equity (deficit) and oomprehénsive income (loss), and of cash flows for the year ended December 31, 2007, of
the Company and our report dated March 13, 2008 expresses an unquatified opinion on those financial statements and
includes an explanatory paragraph regarding the adoption of Financial Accounting Standard Board (“FASB”) Interpretation
No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB No. 109, effective January 1, 2007 and
Staternent of Financial Accounting Standards No, 123(R), “Share Based Payment,” effective January 1, 2006.

/s/ Deloitte & Touche LLP

San Jose, California
March 13, 2008
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Taleo Corporation and its subsidiaries (“Taleo™) is responsible for establishing and main-
taining adequate internal control over financial reporting as defined in Rules 13a-15(f} and 15(d)-15(f) under the
Securities Exchange Act of 1934, Taleo’s internal control over financial reporting is designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. Internal control over financial reporting
includes those policies and procedures that:

» pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of Taleo;

+ provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures
of Taleo are being made only in accordance with authorizations of management and directors of Taleo; and

* provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of Taleo’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions and that the degree of compliance with the
policies or procedures may change over time.

Management assessed the effectiveness of Taleo’s internal control over financial reporting as of December 31,
2007. In making this assessment, Taleo’s management used the criteria set forth in Internal Control-Integrated.
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ).

Taleo management has concluded, based on our assessment of internal controls over financial reporting, that as
of December 31, 2007, Taleo’s internal control over financial reporting was effective to provide reasonable
assurance regarding the reliability of financial reporting and the.preparation of financial statements for external
purposes in accordance with generally accepied accounting principles.

Management’s assessment of the effectiveness of Taleo’s internal control over financial reporting as of
December 31, 2007 has been audited by Deloitte & Touche LLP, an independent registered public accounting firm,
as stated in their report which appears on page 49.’

t

Michael Gregoire Katy Murray
President and’ Chief Executive Officer Chief Financial Officer
March 13, 2008 ‘ March 13, 2008
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TALEO CORPORATION
+ CONSOLIDATED BALANCE SHEETS

December 31,

2007 2006
(In thousands, except
share data)
ASSETS
Current assets: o
Cash and cash equivalents . ...... ... oo $ 86,135 § 58,785
Restricted cash. .. .............. D L L R RN 288 2,722
Accounts receivable, less allowance for doubtful accounts of $369 and $585 at
December 31, 2007 and 2006, respectively . ... ... ... ..o 30,255 25,952
Prepaid expenses and other current assets . .. .. ... oo 5912 3,657
Investment credit receivable . . . .. . . L e e e 4,734 4,395
TOtal CUTTENE B8SE1S . « « v v vt v v s oot e e e et e e et e e eae i a s emaaaanesns 127,324 95,511
Property and equipment, NEt. . . ... ... .o e 23,178 12,928
Restricted cash . ... ... .. ... 838 1,043
T BSSELS . & v v v e e e e e e e e e e e e s 2,147 1,448
GOOAWILL . . . ot s e et e e e e e e e 9,785 6,028
Other intangibles, net. . . ... ... . e 1,404 457
TOtAl ASSEES .« . o v o v e et et e e e e e e e e e e e e $164,676  $117,420
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities; )
Accounts payable and accrued liabilities . . ........ ... ... .. o o $ 20,623 % 18,708
Customer deposils . . . ..o e e e 4 80
Defarred FEVEIMUE . . . . o ot e e et et e e e e 36,748 18,547
Capital lease obligation, short-term. . .. ... . ... i oo 38 381
Total current Habilities . .. .. o e e e 57,413 37,716
Non-current liabilities: C
Customer deposits and long-term deferred revenue . ......... . ... ... ...l 273 . 360
Other Habilities « . . o o e e et e e e e e 4,535 L1101
Capital lease obligation, long-teIm . . ... ... ... it 16 17
Commitments and contingencies (Note 12)
Class B redeemable common stock, $0.00001 par value, 4,038,287 shares
authorized; 655,652 and 1,873,811 shares outstanding at December 31, 2007
and December 31, 2006, respectively . . . ... .. oo oo — —
Total Habilities . . .. . oottt e e e e 62,237 39,194
Exchangeable share obligation .. ................. e . 331 796
Stockholders’ equity: .
Class A common stock; par value, $0.00001 per share; 150,000,000 shares
authorized; 25,442,373 and 22,253,127 shares outstanding at December 31, 2007
and December 31, 2006, respectively. . ......... S — —
Additional paid-in capital . . .. ... ... ... ... 151,593 133,610
Accumulated deficit . . ... ... . .. e (51,387) (56,329}
Treasury stock, at cost, 6,900 and 14,413 shares outstanding at December 31, 2007 ‘
and December 31, 2006, respectively. . ... ... ... L o i i e (195) (158)
Accumulated other comprehensive income . ... ... ... ... i i 2,097 307
Total stockholders’ equity . . . ... . it e 102,108 77,430
Total liabilities and stockholders’ equity . .. ... ... .. ... .. i i i 164,676  $117,420

See accompanying Notes to Consolidated Financial Statements.
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TALEO CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2007 2006 2005
(In thousands, except per share data)
Revenue:
Application. . . ... ... e $105,092  $79,137 363,296
Consulting . . ... . . e e 22,849 17,906 15,114
Total revenue . ... ... e 127,941 57,043 78,410
Cost of revenue:
Application. . .. ... ... P 22,602 19,317 16,419
ConsUIIE .. . v e e 18,026 12,785 = 11,058
Total cost of revenue . . ... ... . e e 40,628I 32,102 27.477
Gross Profit . ... L e 87.313 64,941 50,933
Operating expenses:
Sales and marketing ... ....... .. ... ... . 36,916 29,482 22,544
Research and development . ........ ... ... ... .. ... . ... ., 22,981 19,475 16,687
General and administrative . . ... ... ... e e 23,734 21113 10,725
Restructuring costs and other charges .. ... .. ... ... ... ... ... — 414 804
Total operating €Xpenses . . . .o v vttt it e e 83,631 70,484 50,760
Operating income (1088) . ..o v v it in e e e 3,682 (5,543) 173
Other income {expense):
Interest INCOIMIE. . . ..o vttt e e e et e e e e 3,045 2,891 873
IHEEIESt CXPEMSE & ot it et et ot e et e e e e (137) (107) (1,273)
Fees for early extinguishmentof debt ........ .. .. ... ... ....... — — (2,264)
Total other income (expense), net . ....................uuu.n. 2,908 2,784 (2,664)
Net income (loss) before provision for income taxes .. ................ 6,590 (2,759) (2,491)
Provision (benefit) for InCOme taxes . . .. ... v ittt ittt e 2,707 (131) 4
Netincome (10SS). .. oot vt in i e i e e e e 3,883 (2,628  (2,495)
Accretion of dividends and issvance costs on preferred stoek . ... ...... .. — — {2,984)
Net income (loss) attributable to Class A common stockholders. ... ... ... $ 3,883 $(2,628) $(5479)
Net income (loss) attributable to Class A common stockholders per share — .
BASIC . o e e $ 016 $ (0.13) § (1.19)
Net income (loss} attributable to Class A common stockholders per share —
diluted ... .. e e $ 013 $ (013 $ (1.19)
Weighted-average shares of Class A Common stock:
Basic ... .. . 24,116 20,031 4,619
Diluted. . ... e e e e 28,777 20,031 4619

‘See accompanying Notes to Consolidated Financial Statements.
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TALEO CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
AND COMPREHENSIVE INCOME (LOSS)
Years Ended December 31, 2007, 2006, and 2005

C Acc;m i T
ensive 1]
_Common Stock 5 gaitjonal O er T Stockhoidérs' Comprehensive
’ Par  Paid-In- Treasury Deferred Accumm Income Equity Income
Shares  Vale Capital Stock Comp  Deficit (Loss) (Deficit) {Loss}
(In thousands, except share data)
Balances, January 1,2005 . ..., ....... 67415 — § 5019 § — 537y $(48,222) % 24 $(42,996)
Employee stock options exercised . . . . . .. 148,351 — 490 — — — - 490
Warrants exercised . .. ..., ., .. ... 2584 — 8 — — — — 8
Conversion of preferred shares into common ,
‘'shares at inittal public offering , ., .. ... 12,335,597 — 41,399 — — — — 41,399
[ssuance of common shares in hiew of cash ‘
payment of accreted dividends on preferred ’
shares at initial public offedng . . ... ... 841,124 — 11,776 — — — — 11,776
Initial public offering (net of costs). . . . ... 5360000 — 65,881 — - —_ — 65,881
Stock based compensation . . .. .. ...... - - mn — — — — 372
Forfeiture of Series D Preferred Stock
options and contingent shares issuable as :
acquisition consideration . ... ....... —_ — (18) — 3 — — (15)
Amortization of deferred compensation . . . . - - — — 13 — —— 13
Accrued dividend on Series C and Series D
Preferred Stock . . . .. ... L. P — — — (2412) — (2412)
Accrual of issuance costs of Series C
Preferred Stock . . ... ...... . ... .. ) - — — — — (572) — (572)
Netloss . ...................... _— - — — — (2.495) — (2,493) $(2.495)
Foreign currency translation adjustments . . . — - = = — 249 249 249
Balances, December 31,2005. .. ....... 18,755011 — 124,947 — Qn (53701 473 71,698 $(2,246)
Employce stock oplions exercised .. . .. .. 17918 — 2,355 — — — — 2353
Issuance of ESPPshares . ., .. ... ... .. 64513 — 616 — — — — 616
Warranis exercised . ... ... .. .. .. ... 300 — 1 — — — — 1
Shares issued to former stockholders of
White Amber .. ... ... ... . ... ... 30753 — 162 — - — — 162
Class B Common stock exchanged for
Class A Common Stock . . . ......... 2164476 — 961 — - - — 961
Shares acquired from payroll tax payments . . ({4413) — —  (158) — - — (158)
Restricted shares reacquired or forfeited . . . . (9,063) *— — — — — — —
Issuance of Restricted shares . .. .. ... .. 290071 — 82 - —_— - — 82
Reversal of deferred compensation due to )
adoption of SFAS 123(R) . . .. ..... .. —_ — 1) — 21 — — —
IPOrelatedcost . ................. - — 3 — — — — 3
Stock based compensation . .. ... ... ... - - 4,504 — — — — 4.504
Netloss. ... oo e it —_ - — — — (2,628) — (2,628) $(2.628)
Foreign currency translation adjusuments . . . - = — — — — (166) (166) (166)
Balances, December 31,2006, . . ... ..., 22253121 — 133,610 (158) —  (56,329) 307 77430 $02,794)
Cumulative transition adjustment related to ’
the adoptionof FIN48 . .. ... .... .. - — — — — 1,059 . = 1,059
Employee stock options exercised . . .. .. . 1438610 — 9,439 — — —_ — 9.439
Issuance of ESPP shares . . . ..., ., .._. 143,992 — 1Gi8 608 — — — 1,626
Warrants exercised ... ..... ... ... .. 356,200 — — — — -— — —
Class B Common stock exchanged for
Class A Common Stock . . ..., .. .... 1,218,159 — 548 —_ —_ _ — 548
Shares acquired from payroll tax payments . . (34,678) — —  (645) _ - — (643)
Restricted shares reacquired or forfeited. . . . (16,193} — — — — — — —
Issuance of restricted shares . . . .. ... ... 83,156 — 248 — — — — 248
Stock based compensation . ... ... .. .. - — 6,730 — — - - 6,730
Netincome . .................... L - - — — — 3,883 — 3.883 $ 3,883
Foreign currency translation adjustments . . . - - - = = — 1,790 1,790 1,790
Baiances, December 31,2007 . . .. ., . ... 5442373 — 3151593 %0195y $— $2,097 $102,108 $ 5673

See accompanying Notes to Consolidated Financial Statements,
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TALEO CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2007 2006 2005
(In thousands)
Cash flows from operating activities: : t
Netincome (l058) . . . .. o i e e e $ 3883 § (2,628 § (2495
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amOTUzZatON. . . . ... .t e e e e 6,934 4,789 4,853
Loss on disposal of fixed assets, . . . ... . e 13 390 190
Tenant inducement from landlord. . .. . .. ... ... e — 1,063 v
Amortization of tenant inducements . . . .. .. ... ... L. (223) (266) —_
Stock-based COMPENSAON EXPENSE . . . o oo ittt ettt e, 6.730 4.504 385
Director fees setded with stock . . . ... oo e e 248 82 —
Bad debt expense (Teversal) .. .. ... i e e (69) 254 225
Amortization and write-off of deferred financing fees ... ..... . ... ... ... . ..., — — 822
Changes in working capital accounts: ‘
Interest eamed on restricted cash . . ... ... L. e, 1 2 43
Accounts receivable . . . . ... e e (3,685) (11,134} (211}
Prepaid expenses and other assets. . . .. ... e e (1,500) (1,793) (1,480)
Investment credit receivable . . .. ... L L e e e e 446 563 (2,147
Accounts payable and accrued liabilitdes . . .. ... ... ... L 37 5,808 1,642
Deferred revenues and customer deposits . . . .. ... L. e e 17,326 7,628 (2,605)
Net cash provided by (used in} operating activities . . ... .. ... i naunan 30,141 9,262 (875)
Cash flows from investing activities:
Acquisition of property and equipment. . . . .. .. L. (13,152)  (10,335) (3,222}
Restricted cash — decrease (InCrease) ... ... ..ottt i e 2,664 (1,724) (1,382)
Acquisition of business, net of cash acquired. . ... ... ... ... . ... i i e (3,301} — (3.853)
Net cash used in investing actiVIieS. . . . ... . . ...ttt i e (13,789)  (12,059) (8,457T)
Cash flows from financing activities:
Proceeds from long-term debt . . ... ... .. ... L e — — 20,230
Principal payments of long-termdebt. .. .. ... ... . ... Mool — — (24,298)
Principal payments on capital lease obligations . . .. .......... ... ... . . . . . i (357 (583) {535)
Debt ISSEANCE COSIS . . . . ottt e et e e e e e e e e — — {822)
Proceeds from stock options, ESPP Shares and warrants exercised. . ... ..., ... .00 vuuan. 10,457 2,971 498
Proceeds from initial public offering of common stock, net of offering costs . . ... ... ... ... — — 68,191
Dividends paid on preferred stock (Note 8 — Preferred Stock) . . ......... ... .. ... ... — — (223)
Net cash provided by financing activities . . .......... ... ... .. oL 10,100 2,388 63,041
Effect of exchange rate changes on cash and cash equivalents .. ... ...................... 898 (152) (136)
Increase (decrease) in cash and cash equivalents . . ... .. ... ... . ... ... L., 27,350 (561) 53,573
Cash and cash equivalents:
Beginning of year .. .. .. ... e 58,785 59,346 5,773
Endof year . .. ... e $86135 §58785 3539346
Supplemental cash flow disclesures:
Cash paid fOr IMBIESE . . . . ..t oottt e e e e e e e e $ 9 $ 4 35 1027
Cash paid for loan prepayment penalties. . . .. ...ttt e e $ — 3 — % 1,570
Cash paid for iNCOME LAXES . . o o ot vttt vt ettt et n e et e e et e $§ 305 § — § —
Supplemental disclosure of non-cash financing and investing activities:
Property and equipment acquired under capital lease. . . ... ... ... ... ... L. 5 4 5 — 8 27
Property and equipment purchases included in accounts payable and accrued liabilities ... ...... $ 3492 § 586 $ 836
Accrual of dividends on Series C and Series D Preferred Stock . . . ... ... ... ... .. ..., $ — 3 — $ 2,189
Amortization of issuance costs on Series C Preferred Stock . ... ... ... ... .. . ... L. 5 — 3 — § 5N
Conversion of preferred shares intc common shares at initial public offering .. .............. $ — 3 — 541,399
Issuance of commaon shares in liew of cash payment of accrued dividends on preferred shares at
imitial public offering . . . . ... $ — 3 — §11,776
Offering costs included in accounts payable . ......... ... ... ..., SN 8 — 5 — § 308
Contingent shares issuable. . ... ... ... ... ... .. ... e e $ — § (31 5 g1
Contingent shares issued . . . .. ... oot e $ — % 162 3 —
Class B common stock exchanged for Class Acommon stock. . . ... ...... . ... ...... § 548 % 961 § —
Treasury stock issued to employees under ESPP. . . ... ... .. o i o § 608 % — 5 —
Treasury stock acquired to settle employee withholding liability .. ...................... $ 645 § 158 8 —

See accompanying Notes to Consolidated Financial Statements.
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1. Nature of Business and Basis of Presentation

Nature of Business — Taleo Corporation and its subsidiaries (the “Company”) provide on-demand talent
management solutions that enable organizations of all sizes to assess, acquire, develop, and align their workforces
for improved business performance. The Company’s software applications are offered to customers primarily on a
subscription basis.

The Company was incorporated under the laws of the state of Delaware in May- 1999 as Recruitsoft, Inc. and
changed its name to Taleo Corporation in March 2004. The Company has principal offices in Dublin, California and
conducts its business worldwide, with wholly owned subsidiaries in Canada, France, the Netherlands, the Unigéd
Kingdom, Singapore, and Australia. The subsidiary in Canada performs the primary product development activities
for the Company, and the other foreign subsidiaries are generally engaged in providing sales, account management
and support activities.

Basis of Presentation — The consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America. The consolidated financial statements
include the accounts of Taleo Corporation and its wholly owned subsidiaries. All intercompany balances and
transactions have been eliminated.

Stock Splir — The accompanying finaricial statements reflect a one-for-six reverse stock split of the
Company’s common stock that was approved by the Board of Directors and stockholders effective April 25,
2005. All share and per share information herein has been retroactively restated to reﬂect this split.

Allocation of Overhead Costs — The Company allocates overhead such as rent and occupancy charges
employee benefit costs and depreciation expense to all departments based on employee count. As such, overhead
expenses are reflected in each cost of revenue -and operating expense category. o

Recent Accounting Pronouncements — -

In September 2006, the FASB issued Statement of Financial Accounting Standard No. 157 (“SFAS 1577), Fair
Value Measuremenis. SFAS 157 defines fair value, establishes a framework for measuring fair value in accordince
with GAAP, and expands disclosures about fair value measurements. SFAS 157 will be effective for the Company in
its fiscal years beginning January 1, 2008. The Company is currently evaluating the impact of SFAS 157 on its
consolidated financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standard SFAS No. 159, The Fair Value
Option for Financial Assets & Financial Liabilities — Including and Amendment of SFAS No. 115 (“SFAS 1597).
SFAS 159 permits companies to choose to measure financial instruments and other items of fair value. The standard
requires that unrealized gains and losses are reported in earnings for items measured using the fair value option.
SFAS 159 will become effective for the Company in its fiscal year beginning January 1, 2008. The Company is
currently evaluating the 1mpact of SFAS 159 on’its consolidated ﬁnancml statements.

In December 2007 the FASB :ssued Statement of Financial Accountmg Standards No. 141 (Revised 2007)
(“SFAS 141R”), Business Combinations. SFAS 141R requires an acquiring entity to recognize all the assets
acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions.
SFAS 141R applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. Earlier adoption is
prohibited. Accordingly, the Company is required to record and disclose business combinations following existing
U.S. GAAP until January 1, 2009. The Company is currently evaluating the requirements of SFAS 141R, and has
not yet determined the impact on its financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160 (“SFAS 1607),
Noncontrolling Interests in Consolidated Financial Statements — An Amendment of ARB No. 51. SFAS 160
establishes new accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
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deconsolidation of a subsidiary. SFAS 160 is effective for fiscal years, and interim perieds within those fiscal years,
beginning on or after December 15, 2008. Earlier adoption is prohibited. The Company is currently evaluating the
requirements of SFAS 160, and has not yet determined the impact on its financial statements.

2. Summary of Significant Accounting Policies

Use of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America, or GAAP, requires company management to make estimates
and assumptions that affect the amount of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financia! statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Items subject to the use of estimates include revenue, product
development costs, bad debt expense, certain accrued liabilities, amortization of acquired intangibles, stock-based
compensation and income tax expense.

Revenue Recognition — The Company derives its revenue primarily from fixed subscription fees for access to
and use of its on-demand solutions, which fees are collectively reflected as application revenue, and secondarily
from professional services, which are reflected as consulting revenue.

In addition to fixed subscription fees arrangements, the Company has on limited occasions, entered into
arrangements including a perpetual license with hosting services to be provided over a fixed term. For hosted
arrangements, revenues are recognized under the provisions of Emerging Issues Task For or EITF No. 00-3,
Application of AICPA Statement of Position 97-2 to Arrangements That Include the Right to Use Software Stored on
Another Entity’s Hardware.

Application Revenue
The Company’s application revenue is recognized when all of the following conditions have been satisfied:
= persuasive evidence of an agreement exists;
» delivery has occurred;
« fees are fixed or determinable; and
+ the collection of fees is considered probable.

The Company utilizes the provisions of EITF No. 00-21, “Revenue Arrangements with Multiple Deliverables” to
determine whether its arrangements containing multiple deliverables contain more than one unit of accounting.
Multiple element arrangements require the delivery or performance of multiple products, services and/or rights to use
assets, Typically, the Company measures and allocates the total arrangement fee among each of the elements based on
their fair value.

The majority of the Company’s application revenue is recognized monthly over the life of the application
agreement, based on stated, fixed-dollar amount contracts with its customers and consists of:

2, '

« fees paid for subscription services
* amortization of any related set-up fees

« amortization of fees paid for hosting services and software maintenance services under certain software
license arrangements; and

+ amortization of related consulting fees in certain multiple element subscription arrangements where VSOE
does not exist for an undelivered element

The Company’s revenue associated with the time and expense processing functionality of its Taleo Contingent
solution is recognized based on a fixed, contracted percentage of the dollar amount invoiced for contingent labor
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through use of the application, and is recorded on a net basis under the provisions of EITF No. 99-19, “Reporting
Revenue Gross as a Principal versus Net as an Agent” as the Company is not the primary obligor under the
asrangements, the percentage earned by the Company is typically fixed, and the Company does not take credit risk.

Consulting Revenue

Consuiting revenue consists primarily of fees associated with application configuration, integration, business
‘process re-engineering, change management, and education and training services. The Company’s consulting
engagements are typically billed and recognized on a time-and-materials basis, although in some instances it sells
consulting services under milestone or fixed-fee contracts and, in those cases, it recognizes consulting revenues on
the lower of the milestone or a percentage of completion basis. -

In arrangements that include both subscription and consulting services the Company recognizes consulting
services as they are performed if the consulling services qualify as a separate unit of accounting in the multiple
element arrangement. Consulting services qualify as a separate unit of accounting when they have stand alone value
and when fair value has been established. If the consulting services do not qualify as a separate unit of accounting,
the related consulting revenues are combined with the subscription revenues and recognized ratably over the longer
of the subscription term or the period over which the consulting services are performed.

Deferred Revenue and Customer Deposits — Deferred revenue and customer deposits primarily consists of
billings or payments received in advance of revenue recognition from the Company's solutions described above and
are recognized as the revenue recognition criteria are met. The Company generally invoices its customers in
quarterly or annual instaltments. Accordingly, the deferred revenue balance does not represent the total contract
value of all, noncancelable subscription agreements in effect.

Commission Expens'e——Commissions are the incremental costs that are directly associated with revenue
contracts. In the case of commissions for application revenue contracts, the commissions are calculated based upon
a percentage of the revenue for the first contract year. The commission payment is earned by the Company’s sales
persons over the twelve-month period following the initiation of a new customer contract. To the extent that a
commission is paid before it is expensed, it is recorded as a prepaid expense and amortized over the period benefited
by the service period of the sales person.

Goodwill and Other Imtangible Assets — In accordance with SFAS No. 142, “Goodwill and Other Intangible
Assets,” the Company conducts a test for the impairment of goodwill on at least an annual basis. October 1 has been
adopted as the date of the annual impairment test and the Company performed its first impairment test on October 1,
2004. The impairment test compares the fair value of reporting units to their carrying amount, including goodwill,
to assess whether impairment is present. Based on the most recent impairment test conducted on October 1, 2007,
the Company has concluded that there was no impairment of goodwilt as of that date. The Company will assess the
impairment of goodwill annually on October 1 or sooner, if other indicators of impairment arise.

Impairment of Long-Lived Assets — SFAS No, 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets,” requires the review of the carrying value of long-lived assets when impairment indicators
arise. The review of these long-tived assets is based on factors including estimates of the future operating cash flows
of the business. These future estimates are based .on historical results, adjusted to reflect the Company’s best
estimates of future market and operating conditions, Actual results may vary materially from the Company’s
estimates, and accordingly may cause a full impairment of the long-lived assets.

Income Taxes — Recognition of deferred tax assets and liabilities is provided for the expected future tax
consequences of events that have already been recognized in the Company’s consolidated financial statements or
tax returns. Deferred tax assets and liabilities are determined based on the differences between the financial
accounting and tax bases of assets and liabilities using enacted tax rates expected to be in effect for the year in which
the differences are expected to reverse. Valuation allowances are provided against net deferred tax assets when it is
more likely than not that such assets will not be realized.
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The Company is subject to income taxes in both the United States and foreign jurisdictions and uses estimates
in determining its provision for income taxes. Deferred tax assets, related valuation allowances and deferred tax
liabilities are' determined separately by tax jurisdiction. This process involves estimating actual current -tax
liabilities together with assessing temporary differences resulting from differing treatment of items for tax and
accounting purposes. These differences result in deferred tax assets and liabilities, which are recorded on the
balance sheet. The Company’s deferred tax assets consist primarily of net operating loss carry forwards. The
Company assesses the likelihood that deferred tax assets will be recovered from future taxable income and a
valuation allowance is recognized if it is more likely than not that some portion of the deferred tax assets will not be
recognized. In 2006, the Company reversed its Canadian subsidiary’s valuation allowances by approximately
$1.3 million since it was deemed more likely than not that these assets would be realized. At December 31, 2007, the
Company reversed valuation allowances recorded in its remaining foreign subsidiaries resulting in a tax provision
benefit of approximately $0.4 million. The Company continues to maintain a full valuation allowance against its
U.S. deferred tax assets. A portion of the remaining U.S. valuation allowance relates to deferred tax assets
established in connection with prior acquisitions. To the extent this portion of the valuation allowance is reversed in
the future, goodwill will be adjusted.

Effective Janvary 1, 2007, the Company adopted the provisions of the Financiat Accounting Standards Board
(“FASB”) Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB
Statement No. 109. FIN 48 contains a two-step approach to recognizing and ‘measuring uncertain tax positions
accounted for in accordance with SFAS No. 109, Accounting for Income Taxes. The first step is to evaluate the tax
position for recognition by determining if the weight of available évidence indicates it is more likely than not that
the position will be sustained on audit, including resolution of related appeals or litigation processes, if any. The
second step is to measure the tax benefit as the targest amount which is more than 50% likely of being realized upon
ultimate settlement. The Company considers many factors when evaluating and estimating its tax positions and tax
benefits, which may require periodic adjustments and which may not accurately anticipate actual outcomes. The
impact of FIN 48 on the Company’s financial position is discussed in Note 11 — Income Taxes. Accordingly, the
Company reports a liability for unrecognized tax benefits resulting from the uncertain tax positions taken or
expected to be taken in a tax return and recognizes interest and penalties, if any, related to uncertain tax positions in
income tax expense,

Compliance with income tax regulations requires the Company to make decisions relating to the transfer pricing
of revenue and expenses between each of its legal entities that are located in several countries. The Company’s
determinations include many decisions based on its knowledge of the underlying assets of the business, the legal
ownership of these assets, and the ultimate transactions conducted with customers and other third-parties. The
calculation of its tax liabilities involves dealing with uncertainties in the application of complex tax regulations in
multiple tax jurisdictions. The Company is periodically reviewed by domestic and foreign tax authorities regarding the
amount of taxes due. These reviews include questions regarding the timing and amount of deductions and the
allocation of income among various tax jurisdictions. In evaluating the exposure associated with various filing
positions, the Company records estimated reserves for probable exposures. Such estimates are subject to change.

Taleo Contingent Accounts Receivable and Staffing Suppliers Pavable — The staffing supplier companies that
use Taleo Contingent to record services provided to the Company’s customers do so under agreements whereby the
Company is not obligated to pay the staffing suppliers unless payment is received by the Company from its
customer. Customers of the Company remit the full amount of the invoice for contingent labor to the Company. The
Company, after deducting its service fee, then remits payment to the staffing supplier. Service fees earned on
invoices that remained unpaid by the Company’s customers totaled $0.1 million and $0 3 million as of December 31,
2007 and 2006 respectively.

Allowance for Doubtful Accounts — The Company maintains an allowance for doubtful accounts for esti-
mated losses resulting from the inability of customers to make required payments, This allowance is established
using estimates formulated by the Company’s management based upon factors such as the composition of the
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accounts- receivable aging, historical bad debts, changes in payments patterns, customer creditworthiness, and
current economic trends. Following is a summary of the activity in the allowance for doubtful accounts:

2007 2006 2005
(In thousands)

Balance at January 1 . . ... e e $585 %350 3150
Provision charged toexpense . .............. o i 512 254 225
Reversal of allowance provision . .. ........... ... . o i (581) — —
Write-offs charged against allowance ... .. e e e (147) (19) (25)
Balance at December 31........... D S $369 $585  §$350

Cash and Cash Equival}zrfts — The Company defines cash and cash 'eﬁu'ivalems as cash and highly liquid
investments with maturity of three months or less when purchased.

Restricted Cash — The Company's restricted cash balance of $1.1 million at December 31, 2007 is maintaincd
in two Money Market accounts in the amounts of $1.0 million and $0.1 million, The $1.0 million collateralizes two
letters of credit for $0.8 million and $0.2 million issued to the Company’s landlords as security deposits. The
$0.1 million represents the escrow amount for the Wetfeet acquisition, and will be disbursed in accordance with the
purchase agreement within the next 12 month period. The Money Market accounts bear interest at prevailing market
rates. The rates at December 31, 2007 ranged from 1.5% to 3.8%.

Concentration of Credit and Market Risk — Financial instruments that potentially subject the Company to
credit risk consist primarily of cash and cash equivalents, accounts receivable and debt. The Company maintains
substantially all of its cash in financial institutions that are believed to have good credit ratings and represent
minimal risk of loss of principal. The Company grants credit to customers in the ordinary course of business and
provides a reserve when necessary for potential credit losses. The Company is not exposed to any material credit
concentration risk. A portion of the Company’s revenues and expenses are generated in‘Canadian dollars as well as
other foreign currencies and, as a result, the Company is exposed to market risks from changes in foreign currency
exchange rates.

Fair Value of Financial Instruments — The carrying amounts of the Company’s financial instruments, which
include cash and cash equivalents, restricted cash, accounts receivable, accounts payable, and other accrued
expenses, approximate their fair values due to their short maturities. Based on borrowing rates currently available to
the Company for loans with similar terms, the carrying value of capital lease obligations approximates fair value.

Foreign Currency Translation — The U.S. dollar is the reporting currency for all periods presented. The
financial information for entities outside the United States is-measured using local currency as the functional
currency. Assets and liabilities are translated into U.S. dollars at the exchange rate in effect on the respective balance
sheet dates. Application revenues from service contracts are translated into U.S. dollars at the exchange rate in
effect at the billing dates when revenue is deferred. Other income and expenses are translated into U.S. doilars based
on the average rate of exchange for the corresponding period. Exchange rate differences resulting from translation
adjustments are accounted for as a component of accurnulated comprehensive income. Gains or losses, whether
realized or unrealized, due to transactions in foreign currencies are reflected in the consolidated statements of
operations under the line itern general and administrative expense. Amounts included in the statements of
operations for exchange losses were $0.5 million, $0.2 million, and $0.4 million in 2007, 2006 and 2005,
respectively. :

Property and Equipment — Property and equipment are stated at cost, less accumulated depreciation.
Expenditures for maintenance and repairs are charged to operations. Depreciation is provided using the
straight-line method over the estimated useful lives of the related assets or, for leasehold improvements, the
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shorter of lease term or useful life of the asset. The following table presents the estimated useful lives of the
Company’s property and equipment: '

Computer hardware and software ... .... .. ... 3 to 5 years
Furniture and equipment. .. ................ 5 years
Leasehold improvements . ................. Shorter of lease term or useful life of asset

Investment Credits — The Company participates in a special government program in Quebec that provides
investment credits based upon qualifying research and development expenditures inicluding capital equipment
purchases. The Company has participated in the program for nine years, and management expects that the Company
will continue to be eligible to earn these investment credits through December 2010, when the program is scheduled
to end. The credits are estimated and recognized when the expenditures are made. The credits earned are reported as
areduction of related research and development expense in the year incurred. During the years ended December 31,
2007, 2006, and 2005, approxima'tél'y $2.5 million, $2.2 million and $2.1 million, respectively, have been recorded
as a reduction of research and development expenses. In addition to the research apd development investment credit
program described above, the Company’s Canadian subsidiary has applied to participate in a scientific research and
experimental development, or SR&ED, program administered by the Canadian federal government that provides
income tax credits based upon qualifying research and development expenditures, including capital equipment
purchases. In June 2007, the Company filed its initial SR&ED credit claims with respect to the Company’s 2005 and
2006 tax years and recorded combined credits of $2.1 million. The Company’s Canadian subsidiary is eligible to
remain in the SR&ED program for future tax years as long as its development projects continue to gualify. In
addition, the Company’s Canadian subsidiary is entitled to a SR&ED credit administered by the province of Quebec
to the extent it has not already applied eligible costs to the research and development investment credit. These
credits are treated as a reduction of research and development expenses. In June 2007, the Company filed Quebec
provincial SR&ED credit clanms of approximately $0.2 million with respecl to the Company’s 2005 and 2006 tax
years and these credits were treated as a reduction of research and development expenses in the quarter ended
June 30, 2007. The Company is estimating its 2007 Quebec provincial SR&ED credits to be approximately
$0.1 million and have recorded these credits in a similar manner.”

Advertising Expense -— The cost of advertising is expensed as incurred. Advertising costs were approximately
$0.8 million, $0.6 million, and $0.5 million for the years ended December 31, 2007, 2006, and 20035, respectively.

Product and Software Development Costs — The Company accounts for software development costs under
the prowmong of SFAS No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise
Marketed.” Therefore, the Company capitalizes certain software development costs after technological feasibility
of the product has been established. Such costs have been insignificant to date, and accordingly, no costs were
capitalized in 2007, 2006 or 2005. The Company follows the guidance set forth in Statement of Position 98-1,
Accounting for the Cost of Computer Software Developed or Obtained for Internal Use (“SOP 98-17), in accounting
for the development of its on-demand application service. SOP 98-1 requires companies to capitalize qualifying
computer software costs, which are incurred during the application development stage and amortize them over the
software’s estimated useful life of five years. \

Stock-Based Compensation — Prior to January 1, 2006, the Company accounted for its share-based employee
compensation plans under the measurement and recognition provisions of Accounting Principles Board Opinion
(“APB”) No. 25, Accounting for Stock Issued to Employees, and related Interpretations, as permitted by Financial
Accounting Standards Board Statement of Financial Accounting Standards (“SFAS”) No. 123, Accounting for Stock-
Based Compensation. The Company generally recorded no employee compensation expense for options granted prior
to January 1, 2006 as options granted generally had exercise prices equal to the fair market value of its common stock
on the date of grant. In accordance with SFAS No. 123, the Company disclosed its net loss per share as if it had applied
the fair value-based method in measuring compensation expense for its share-based incentive awards.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R),
- Share-Based Payment, using the modified prospective transition method. Under that transition method,
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compensation expense that the Company recognizes beginning on that date includes expense associated with the
fair value of all awards granted on and after January 1, 2006, and expense for the unvested portion of previously
granted awards outstanding on January 1, 2006. Results for prior periods have not been restated for the adoption of
SFAS No. 123(R). :

Comprehensive Income {Loss)— Comprehensive income (loss) consists of net loss or gain onforeign
currency translations’ and net income or loss from operations and is presented in the consolidated statements of
stockholders’ equity. This includes charges and credits to equity that are not the Tesult'of transactions with
stockholders. Included in other comprehensive income or loss are the cumulative translation’adjustments related to
the nét assets of the operations of the Company’s-foreign subsidiaries. These adjustments are accumulated within
the consolidated statements-of stockholders’ equity under the caption “Accumulated other comprehensive income.”
Comprehensive income / (loss) for the yéars ended December 31, 2007, 2006, and 2005, was approximately
$5 7 million, $(2.8) mitlion and $(2.2) million, respectwely ‘ - =

+

3. Business. Combmatlons

a Acquwmon of We(feet, Inc S AR s Tt

On June 2t‘3 2007 ‘the Company entéred into an ‘asset purcha'se agreemenl (the “Wetfeet Asset Purchase
Agreement") 'by and among the Company, Universum Communications Holdings, ]nc Wetfeet Inc., (“Wetfcet”)
and U.S. Bank National Association as escrow agent, for the acquisition by the Company of certain assels of
Wetfeet.relating to Wetfeet’s hiring management. solutions business (the ‘“Wetfeet Transaction”). The Wetfeet

_Transaction closed-on July 3, 2007. The net cash'amount paid by the Company at closing in connection with the
‘acquisition was approximately $0.3 million in cash, of which approximately $0.1 million was placed into escrow for
one year following the closing to be held as partial security for certain losses that may be incurred by the Company
in the event of certain breaches of the.representations and warranties covered in the-asset purchase agreement or
certain-other events. The Wetfeet Asset Purchase Agreement provides for additional payments of up to approx-
imately $1.3 million to be made to Wetfeet in July 2008 upon the achievement of certain milestones by the first
anniversary of the closing date (“Second Payment”). As of December 31, 2007, such milestones had been
substantially achieved and the $1.3 million has been fully accrued and included in the cost of the acquisition. As in
the case of the payment placed in escrow, the Second Payment is subject to adjustment for certain breaches of the
representations and warranties covered in the asset purchase agreement or certain other events. The total cost of the
acquisition including estimates for legal, accounting, valuation and other professional fees will be $1.7 million.
Under the terms of the Wetfeet Transaction, the Company acquired a portion of Wetfeet's intellectual property,
technology and customer contracts. The Company has substantially converted the Wetfeet customers to its products
and plans to discontinue the Wetfeet product in 2008. As such, the Company retained certain Wetfeet services and
development personnel on a contractual basis. In addition, the Company assumed certain liabilities relating to the
purchased assets.

Under purchase accounting, the purchase price has been preliminarily allocated to the net identifiable
intangible assets based on their estimated fair value at the date of acquisition. The Company also performed a
preliminary allocation of the purchase price among the acquired identifiable intangible assets of Wetfeet. The
excess of the purchase price over the net identifiable intangible assets has been recorded to goodwill. The Company
did not record any in-process research and development charges in connection with the acquisition.

Amounts Assigned Life
(In thousands}
Goodwill. . ... e e e e $1,727
Customer relationship .. ... .. .. .. . . o 192 4 years
Less: Net liabilities . . . . ... ... . .. i i e i i e e _am
Total preliminary purchase price allocation ..................... $1,742
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The Company has not presented pro forma financial statements for this acquisition, as the pre-acquisition
operations of Wetfeet were not material.

Acquisition of JobFlash, Inc.

On March 2, 2007, the Company entered into an asset purchase agreement (the “JobFlash Asset Purchase
Agreement”) by and among the Company, JobFlash, Inc. (*JobFlash™) and U.S. Bank National Association as
escrow agent, for the acquisition by the Company of certain assets of JobFlash relating to JobFlash’s talent
management and human resources solutions business (the “JobFlash Transaction™). The JobFlash Transaction
closed on March 7, 2007. The total purchase price paid by the Company in connection with the JobFlash
Transaction was approximately $3.1 million, of which $0.5 million was placed into escrow for one year following
the closing to be held as partial security for certain losses that may be incurred by the Company in the event of
certain breaches of the representations and warranties covered in the Asset Purchase Agreement or certain other
events. The total cost of the acquisition including estimates for legal, accounting, valuation and other professional
fees :was $3.3 million. Under the terms of the JobFlash Transaction, the Company acquired substantially alt of
JobFlash’s intellectual property, technology and customer contracts. The Company hired the majority of JobFlash’s
sales, services and development personnel. In addition, the Company assumed certain liabilities relating to the
purchased assets. As of December 31, 2007, assets acquired in the JobFlash transaction have provided the basis for
the Company’s Taleo Scheduling Center solution and hourly hiring management tools for the Company’s Taleo
Business Edition solution. '

Under purchase accounting, the purchase price has been preliminarily allocated to the net identifiable
intangible assets based on their estimated fair value at the date of acquisition. The Company also performed a

" preliminary ‘allocation of the purchase price among the acquired identifiable intangible assets of JobFlash. The

excess of the purchase price over the net identifiable intangible assets has been recorded to goodwill. The Company
did not record any in-process research and development charges in connection with the acquisition.

Amounts Assigned Life
. (In thousands)
GOOAWITL. . . .\ oo e $2,030
Existing technology . . . ... ... o i e 810 5 years
Customer relationship .. ... ... o 290 4 years
Tradename . ... ottt e 20 2 years
NNEL ASSEIS - 4 v vt et e s e e et et 168
Total preliminary purchase price allocation .. ......... ... ...... $3,318
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Unaudited pro forma results of operations to reflect the-acquisition as if it had occurred on the first date of all
periods presented are shown below.
2007 2006

Consolidated Proforma
(In thousands, except per

share data)

REVENUE . . ..ottt e $128,281  $98.508
Net incomef{loSS) & oot v et e e e e e e $ 3663 % (5,267)
Net income/(loss) attributable to Glass A common stockholders per share — '

BASIC . o vt e e $ 015 § (0.20)
Net income/(loss) attributable to Class A common stockholders per share —

diluted .. ... e e e e e $ 0.13 $ (0.26)
Weighted average Class A common shares —basic ................. ... 24,116 20,031

Weighted average Class A common shares —diluted . .. ................ 28,777 20,031

Acquisition of Recruitforce.com, Inc.

On March 10, 2005 the Company acquired Recruitforce.com, Inc. (“Recruitforce™), a California corporation,
which provided an internet-based hiring management system to small and medium-sized businesses. The Company
acquired 100% of the outstanding stock of Recruitforce for approximately $3.9 million in cash, including
acquisition related costs (“Recruitforce Transaction”). The payment terms for the Recruitforce Transaction were
$1.0 million at the date of acquisition with the balance paid 90 days after that date, subject to customary escrow
provisions. As a result of the Recruitforce Transaction and the allocation of the purchase price, intangible assets of
approximately $3.8 million were recorded as identified in the table below. Goodwill of $3.1 million relates to
product synergies and value associated with being able to leverage the sales capability of the Company’s sales team
to (1) market the acquired product lines and (ii) target the Recruitforce market segment. During the year ended
December 31, 2006, the Company did not recofd any in-process research and development charges in connection
with the acquisition. The intellectual property acquired through the Recruitforce Transaction provided the basis for
the Company’s Taleo Business Edition solution, its talent management solution for smualler, less complex
organizations. '

The following table summarizes the fair vatues of the Recruitforce assets acquired and the liabilities assumed
at the date of acquisition:

Description - Amount Assigned Life
{In thousands)

GOOAWILL. + .o ot et e $3,051

Existing technology . ........... !. e e 623 5 years

Customer relationships . ... ... .. .. ... i e _93 5 years
3,767

Cashacquired .. ........ .. . i 51

Other assels ... .. ... .t i it e e e 222

Liabilities aSSUMEd . . . .+ .\ oot _(136)

Total purchase price . .......... ... iiiininna... P $3,904

The excess of the purchase price over the fair value of the identifiable net assets acquired of approximately
$3.1 million was allocated to goodwill. The amount paid for goodwill is not deductible for tax purposes.
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The Company has not presented pro forma financial statements for this acquisition, as the pre-acquisition
operations of Recruitforce were immaterial.

Concurrent with the acquisition, the Company entered into employment and noncompetition agi‘eements with
two selling shareholders of Recruitforce. Each employment agreement covers a period of two years with payments
made annually on the anniversary of the effective date of the agreement. Total compensation associated with these
agreements approximates $1.4 million and includes forfeiture rights should either agreement be terminated due to
cause or without good reason (as defined in the employment agreement). The Company is recording compensation
expense ratably over the terms of the agreements. The Company recognized compensation expense of $0.1 million,
$0.7 million and $0.5 million for the years ended December 31, 2007, 2006 and 20035, respectively, under the
agreements. Recruitforce’s results have been included in the Company’s Consolidated Statements of Operations
beginning on the date of acquisition forward.

4. Intangible Assets and Goedwill

The Company has recorded the following balances for acquired intangible assets and goodwill at December 31,
2007 and 2006.

A summary of acquired intangible assets at December 31, 2007 and 2006 is as follows:

2007 2006
Weighted-Average Gross Gross
Period of Carrying  Accumulated Carrying  Accumulated
Amortization Amount Amortization Amount Amartization
(In thousands) (In thousands)
Identifiable intangible assets: _ .
Existing technology. . . . ... 3.9 years $ 3,121 $(2,170) $2,311 $(1.914)
Customer relationships . . .. 3.4 years 1,470 (1,017} 967 (907)
Subtotal . . ... e 14,591 (3,187) 3,278 (2,821)
Goodwill ........... e 9,785 — @,028 —
Total. . ................ $14,376 $(3,187) $9,306 $(2,821)

During the year ended December 31, 2007, the Company’s intangible assets and goodwill increased as a result
of the acquisition of JobFlash and Wetfeet. In July 2007, the Company completed its acquisition of certain assets of
Wetfeet. Approximately $1.7 million of the increase of goodwill relates to the acquisition of certain assets of
Wetfeet and has been assigned to the Company’s application line of business. The Company also recorded a
$0.2 million increase in intangible assets related to customer relationships acquired in the transaction. These
customer relationships will be amortized over a four year period.

In March 2007, the Company completed its acquisition of certain assets of JobFlash and such assets are
reflected in the table below. Approximately $2.0 million of the increase of goodwill relates to the acquisition of
certain assets of JobFlash and has been assigned to the Company’s application line of business. There were no other
.changes to the carrying amount of goodwill due to acquisitions or impairment during the year ended December 31,
2007.
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Amortization expense for intangible assets was $0.4 million, $0.8 million and $1.0 million for the years ended

December 31, 2007, 2006 and 2005, respectively. The estimated amortization expense for intangible assets for the
four succeeding years is as follows:

Estimated Amortization Expense i Amount
(In thousands)
2008 ... e e e e e "% 436
2000 . e e e 428
2010 . .o e e e e 310
2 03 200
7)1 30
Total . .......... b - $1.404

5. Property and Equipment
Property and equipment consists of the following at December 31, 2007 and 2006:

. " 2007 2006
" (In thousands)

Computer hardware and SOFWAIE . .. . ... oueree et $ 38,206 $20,106
Furniture and equipment. . . ... ....outuentin i PR 2,681 2462
Leasehold improvements. . ... ................ . Ceee e P 3,148 2,661

44,035 25,229
Less accumulated depreciation and amortization . . ............. ... .... (20,857  (12,301)
Tota] . oot e e e $23,178 $12928

Property and equipment included capital leases totaling $1.1 million and $0.9 million at December 31, 2007
‘and 2006, respectively. All of the capital leases are included in computer hardware and software. Accumulated
amortization relating to property and equipment under capital leases totaled $1.0 million and $0.7 million,
respectively, at December 31, 2007 and 2006. Depreciation and amortization expense, including amortization of
assets under capital leases but excluding amortization of intangible assets, was $6.6 million, $4.0 million, and,
$3.9 million for the years ended December 31, 2007, 2006, and 2003, respectively. - '

6. Other Assets

Other assets consist of the following at December 31, 2007 and 2006: ‘
: 2007 2006

) l -,- . ‘ (In thousands)
Deferred tax asset net of valuation allowance . ... .. e e e e e $1,773  $1,284
Other............... e e e e e e 374 164
Total ....covnnn. .. DL L SO e $2147  $1,448
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7. Accounts Payable and Accrued Liabilities

Accounts payable and accrued expenses consist of the following at December 31, 2007 and 2006:

2007 2006
{In thousands)
Accrued compensation .. ... ... e $ 8706 $ 7,092
Accounts payable . . ... ... L 2,170 2,388
Accrued professional fees .. ........... e 1,650 1,452
Accrued liability -— Taleo Contingent customer payments ................ | — 1,740
Accrued INCOME TAXES . . . o . ottt e e 468 1,153
Accrued liabilities and other . . ... ................... e e 7,629 4,883
Total . e $20,623  $18,708

8. Preferred Stock

In conjunction with the initial public offering (“TPO™) of Class A common stock of the Company in October
2005, 69,877,241 outstanding shares of preferred stock, plus 4,136,489 shares issuable under antidilution provi-
sions converted into 12,335,598 shares of Class A common stock as a result of the IPO, see Note 9 — Common
Stock. Also upon completion of the IPQ, the Company issued 841,124 shares of Class A common stock in lieu of
payment on a porticn of accrued dividends on outstanding preferred stock, based on the initial public offering price
of $14.00 per share. The amount paid in cash for accrued dividends was $0.2 million relating to certain Series D
preferred shares. At December 31, 2007 and 2006, the Company had no preferred stock outstanding.

Preferred Stock Warrants

Following the Company’s IPO, all outstanding preferred stock warrants converted into warrants to acquire
Class A common stock of the Company, see Note 9 — Common Stock. At December 31, 2007 and 2006, the
Company had no preferred stock warrants outstanding, :

EIIN

9. Common Stock

On October 4, 20035, the Company completed its initial public offering of 6,700,000 shares of Class A common
stock at a price of $14.00 per share. The Company sold 5,360,000 shares and certain stockholders of the Company
sold 1,340,000 shares in this offering. Upon the closing of the offering, the Company received net proceeds, after
deducting underwriting discounts and commissions of $69.8 million. After deducting $3.9 million of other costs
incurred in connection with the offering, the net proceeds were approximately $65.9 million. Simultaneous with the
completion of the IPO, 69,877,241 outstanding shares of preferred stock plus 4,136,489 shares issuable under
Series B Preferred Stock antidilution provisions converted into 12,335,598 shares of Class A common stock. Also
upon completion of the 1PO, the Company issued 841,124 shares of Class A common stock in lieu of payment of
accreted dividends on the outstanding preferred stock based on the initial public offering price of $14.00 per share.
The amount paid in cash for dividends relating to a preferred stock was $0.2 miilion.

Class A Common Stock

Holders of the Class A common stock are entitled to one vote for each share of Class A common stock held.

Class B Common Stock and Exchangeable Shares

In November 1999, the Company entered into an exchangeable share transaction with 9090-5415 Quebec Inc.,
formerly known as Viasite Inc., a corporation organized under the laws of Quebec, Canada. In connection with this

66




TALEO CORFPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

transaction, the Company received 1,000 Class A common shares of 9090-5415 Quebec Inc. for nominal cash
consideration. The remaining shares of 9090-5415 Quebec Inc. consist of two classes of non-voting exchangeable
shares and one class of preferred voting shares which, aithough originally issued, were cancelled in January 2000,

The first class consists of 17,879,362 Class A Preferred Exchangeable Shares (“Cbmmon Exchangegbles”)
entitling the holder to exchange each share for one sixth of a share of the Company’s Class A common stock. The
second class consists of 6,350,400 Class B Preferred Exchangeable Shares (“Preferred Exchangeables™) that
entitled the holder to exchange each share for one sixth of a share of the Company’s Series A Preferred Shares.

As a result of the closing of the Company’s initial public offering of its Class A Common Stock, the Preferred
Exchangeables now entitle the holders of these shares to exchange each share for one sixth of a share of the
Company’s Class A common stock directly. In addition, holders of all classes of exchangeable shares are party to an
agreement which entitles them to the economic equivalent of dividends declared on Class A common stock without
requiring them to actually exchange their shares. However, until the time that such shares are exchanged for the
Company’s Class A common stock, amounts associated with the Preferred Exchangeables will be classified outside
of stockholders equity.

The holders of exchangeable shares also hold Class B common stock of the Company. The holders of Class B
common stock are entitled to one vote for each share of Class B common stock held and vote as a single class with
Class A common stock. The Class B common stock is redeemable for $0.00001 per share at the time that either the
Common Exchangeables or Preferred Exchangeables are exchanged for Class A common stock. The redemption
feature ensures that holders of exchangeable shares do not get double voting rights following an exchange of their
shares, once by virtue of holding class B common shares, and once by virtue of holding class A common shares,

Class B common stock was created in order to allow holders of exchangeable shares the ability to vote as if
they had exchanged their exchangeable shares without having to exchange such shares. Holders of Class B common
stock are not entitled to any substantive rights, economic or otherwise, as a result of their ownership of Class B
common stock without consideration of the exchangeable shares of 9090-5415 Quebec Inc. The holders of all
classes of exchangeable shares may elect, or the Company may require them, to exchange their exchangeable
shares. During the year ended December 31, 2007, exchangeable shares were exchanged for 1,218,159 shares of
Class A common stock leaving exchangeable shares exchangeable for 655,652 shares of Class A commeon stock in
future years. As of December 31, 2007, shares of Class A common stock resulting from the exchange of
exchangeable shares totaled 3,382,635.

Class A Common Stock Warrants

In January 2000, the Company entered into a professional services agreement for marketing services with an
affiliate of a stockholder. The service provider was also affiliated with a member of the Company’s Board of
Directors. In consideration of this services agreement, the Company granted a warrant to purchase 481,921 shares
of Class A Common Stock at an exercise price equal to $3.63 per share. The service agreement had a term of one
year, and the warrant is fully vested and was initially exercisable at any time from the date of grant through the
earlier of (a) January 25, 2005 or (b} a closing of an initial public offering of the Company’s common stock. The fair
value of the warrant, estimated to be $2.8 million, was charged to marketing expense during the year ended
December 31, 2000. In connection with the settlement of certain litigation in November 2004, the Company agreed
to modify the terms of this warrant, by extending the warrant’s expiration date to January 25, 2007. The

- modification of this warrant resulted in the Company recording a charge of approximately $0.2 million, based
on the fair value of the modified warrant as compared to the original warrant terms. In determining the fair values
under the Black-Scholes-Merton valuation model the company used an expected life of 2.25 years; stock volatility
of 68%; a risk-free interest rate of 2.72%; and no dividend payments during the expected term. On January 25, 2007,
the Company issued 349,690 shares of its Class A common stock to the holder in connection with a cashless
exercise of a warrant to purchase 481,921 shares of its Class A common stock at an exercise price of $3.63 per share.
No rights to purchase shares related to these warrants remain as of December 31, 2007.
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In November 2001, the Company granted a fully vested warrant to purchase 2,583 shares of Class A common
stock at an exercise price equal to $3.00 per share in consideration of past services provided by a consultant, The
warrant is exercisable at any time from the grant date through the earlier of (a) November 20, 2006, (b) a closing of
an initial public offering of the Company’s common stock or (c) a change of control of the Company. The fair value
of the warrant at the date of issue, estimated to be $6,000, was charged to selling and marketing expense during the
year ended December 31, 2001. The fair value of the warrants was based on the fair market value of the services
rendered to the Company. This warrant was exercised during the year ended December 31, 2005. No rights to
purchase shares related to these warrants remain as of December 31, 2007,

In March 2005, the Company granted a fully vested warrant to purchase 41,667 shares of Class A common
stock at an exercise price equal to $13.50 per share in consideration of recruitment services provided by an external
agency. The warrant is exercisable at any time from the grant date through the earlier of (a) March 14, 2010 or (b) a
change of control of the Company. The fair value of the warrant at the date of issue, estimated to be $0.4 million, was
charged to general and administrative expense during the year ended December 31, 2005. The value of the warrant
was calculated using the Black-Scholes-Merton valuation model with the following weighted-average assumptions:
expected life of 5 years; stock volatility of 79%; risk-free interest rate of 3.1%:; and no dividend payments during the
expected term. On February 28, 2007, the Company issuved 6,510 shares of its Class A common stock to the holder in
connection with a cashless exercise of a warrant to purchase 41,667 shares of its Class A common stock at an
exercise price of $13.50 per share. No rights to purchase shares related to these warrants remain as of December 31,
2007.

In connection with the acquisition of White Amber in 2003, the Company assumed warrants previously issued
by White Amber that enabled two existing White Amber warrant holders to purchase 680,472 shares of Series D
preferred stock at an exercise price equal to $1.23 per share. Concurrent with the initial public offering of the
Company, these were converted into warrants to acquire 113,411 Class A common stock at an exercise price equal
to $7.38. These warrants are fully exercisable. The fair value of these warrants at the time of acquisition was
$0.3 miilion; this amount was included in the purchase price of White Amber The Company’s calculations were
made using the Black-Scholes-Merton valuation model with the following weighted-average assumptions:
expected life of 7.87 years; stock volatility of 72%; risk-free interest rate of 3.6%: and no dividend payments
during the expected term.

One of these holders held a series of warrants for 97,995 shares of Class A common stock. These warrants had a
life equal to the lesser of (a) 10 years from the original date of issuance, or (b) a three to five year period from the
effective date of an initial public offering of the Company. On May 23, 2006, the Company issued 46,541 shares of
Class A common stock to the holder in connection with a cashless exercise of 97,995 shares related to these
warrants. No rights to purchase shares related to these warrants remain as of December 31, 2007.

The other holder held a warrant for the purchase of 15,416 shares of Class A commion stock that has a life equal
to the lesser of (a} seven years from its original date of issuance, or (b) five years from the effective date of an initial
public offering of the Company. On March 24, 2006, the Company issued 7,260 shares of Class A common stock to
the holder in connection with a cashless exercise of 15,416 shares related to this warrant, No rights to purchase
shares related to this warrant remains as of December 31, 2007.

As of December 31, 2007, no Class A common stock warrants were outstanding.

Class A Common Stock Option Plans

As of December 31, 2007, the Company has reserved 3,753,782 shares of authorized but unissued Class A
common stock for issuance under four stock option plans. Of these shares, 3,387,967 shares were authorized but
unissued under the three plans approved by stockholders in 2004 or prior, and 365,815 were authorized but unissued
under a plan approved by the Board of Directors in 2005. Options to purchase Class A common stock may be
granted to employees, directors, and certain consultants. Options are subject to the vesting provisions associated
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with each grant, generally vesting one-fourth on the first anniversary of the grant and ratably thereafter for the
following 36 months.

At December 31, 2007, 202,243 shares were available for future grants under all four plans. The following
table presents a summary of the Class A common stock option activity since January 1, 2005, and related
information:

Weighted-Average

Number of Exercise Price

) Options per Share

Outstanding — January 1,2005 ............ ..., 3,024,940 $ 5.95
Granted . ..o o e e e e e 1,634,942 13.58
EXerCised . . . ..o e e e e (148,351) 3.30
Forfeited .. ... o e e (297,905) 9.09
Outstanding — December 31, 2005. . ... .. ... ... ... ... 4,213,626 8.78
Granted . . ... e e 1,162,425 11.94-
Exercised . .. ... (857,203) 2.69
Forfeited . .. .. .o e e e (362,734) 13.55
Qutstanding — December 31, 2006. . ... ......... . ... .. ..... 4,156,114 10.52
Granted © . .. .. e e 969,457 " 17.62
BXEICISEA . « v v v v e e e et e e e e e (1,349,344) 6.94
Forfeited . .. ... . .. e e (252,813) 13.71
Outstanding — December 31, 2007. ... ... e e 3,523414 $13.61

The Company has granted stock options to employees during 2007, 2006, and 2005 at exercise prices greater
than or equal to the fair value of the Class A common stock at the time of grant. Prior to the Company’s initial public
offering, the fair value of the Class A common stock has been determined by the Board of Directors of the Company
at each stock option measurement date based on a variety of different factors including the Company’s financial
position and historical financial performance, the status of technological developments within the Company, the
composition and ability of the current engineering and management team, an evaluation and benchmark of the
Company’s competition, the current climate in the marketplace, arms length sales of the Company’s capital stock
(including convertible preferred stock), the effect of the rights and preferences of the preferred stockholders, and the
prospects of a liquidity event, among others. Subsequent to its initial public offering, the Board of Directors of the
Company authorized grants of stock options with an exercise price per share equivalent to the quoted market price
of the Company’s publicly traded common stock on the date of each grant.

During 2001 and 2003, the Company awarded stock options to purchase 2,000 and 27,332 shares, respectively,
of Class A common stock to certain of its consultants. The stock options have an exercise price of $3.00 per share
and ten year terms from their issue dates. The options issued in 2001 were subject to a vesting period of three years
and were fully vested in January 2004, The options issued in 2003 are subject to a vesting period of four years. Of
the options issued in 2001, 50 were exercised in 2007, 950 were exercised in 2006 and 1,000 remain outstanding as
of December 31, 2007. Of the options issued in 2003, 25,666 have expired or been exercised in 2004; 1,666 remain
outstanding as of December 31, 2007. During 2007, the Company entered into a consulting agreement continuing
the service provider retationship of former employee and, thus, allowing the vesting of stock options and restricted
stock granted pursvant to the Company’s applicable stock option plans to continue. The vesting term is based on the
grant’s original vesting period of four years. There will be approximately 17,500 shares of Class A common stock
that will vest during the period of the consulting engagement. The stock options have an exercise price ranging from .
$13.50 to $15.79 per share and three and one half and six and one half month terms from their issue date. The value
of the stock options and restricted stock granted in 2007 was calculated using the Black-Scholes-Merton valuation
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model with the following weighted-average assumptions: expected life of 3.5 - 6.5 months; volatility of 44%; risk-
free interest rate of 3.57%; expected forfeiture rate of 77% for stock options and no dividend payments during the
expected term. The awards are being accounted for in accordance with EITF 96-18 “Accounting for Equity
Instruments That Are Issued to Other Than Employees for Acquiring or In Conjunction with Selling, Goods or
Services.” The amount charged to expense for all awards related to consultants was $48,000, $0, and $6,000 for the
years ended December 31, 2007, 2006, and 2005 respectively

The following table summarizes stock options outstanding at December 31, 2007:
' Weighted-Average

Remaining . Number of

Number of Optiofis Contractual Life Options
Range of Exercise Prices QOutstanding (Years) Exercisable
300 994, ... 356,195 4.18 337,879
10.12 - 11.80. ... .. e 354,070 8.66 149,143
1190 - 13.30. ... ... .. 349,228 8.43 117,501
1350 - 1350, .. oo 803,494 7.20 525,190
1358-14.00.. ... ... i 549,692 7.95 - 264,352
1410-1579. .. o 363,311 9.08 ¢ 11,705
1592 - 1791, . ... .. 390,880 9.34 270
18.00 - 23.12........ P 323,794 754 _191,756
26.00-2600. .. ... .. 22,250 + 9.87 —
2676 -2676. ... ... 10,500 9.77 —
3,523414 177 1,597,796
Average exercise price per share .. .......... A 11.81

The aggregate ingrinsic value of options outstanding at December 31, 2007 was $57 million. The total intrinsic
value of options exercised during fiscal 2007 was $16.9 million. The Company had 3,043,019 options vested or
expected to vest over four years with an aggregate value intrinsic value of $50.1 million.

White Amber Stock Option Plan

In addition to the above, the Company has reserved 113,811 shares of -authorized but unissued Class A
common stock for issuance under a stock option plan (the “White Amber Option Plan”) that was approved by the
Board of Directors in 2003, in connection with the acquisition of White Amber. Options to purchase 206,487 shares
at $0.78 per share were issued under the White Amber Option Plan in 2003. The fair value of these options was
determined to be approximately $0.6 million utilizing the Black-Scholes-Merton valuation model, $0.2 million of
which was recorded as part of the purchase price of White Amber and the balance of $0.4 million was recorded as
deferred stock-based compensation to be amortized over the respective vesting period of the awards. No further
issuances may be made from this p]an. Options under the White Amber Option Plan have a ten year life, with
5.81 years remaining life as of December 31, 2007. ,
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Options under the White Amber Stock Option Plan are subject to the vesting provisions associated with each
grant, and generally calls for 25% vesting upon issuance, with future vesting over defined periods for the remaining
shares. The following schedule summarizes the activity relating to the White Amber Option Plan:

Weighted-Average

Number of Exercise Price
Options per Share
Qutstanding — January 1,2005 ... ... ... .. ... ... .. ... 183,411 $0.78
Exercised . . .. o e e e e e (1,191} 0.78
Forfeited . ... ... . e e (1,569) 0.78
Qutstanding — December 31,2005, .. ... ... ... .. ... .. .. 180,651 0.78
Exercised . ... .o e e (60,715) 0.78
Forfeited . ... .. (6,125) 0.78
Qutstanding — December 31, 2006. . .. . ... ... ... oot 113,811 0.78
Exercised . . .. .o e e e (89,206} 0.78
Forfeited .. ... .. . . . i i i e e e — —
Quistanding — December 31, 2007. . ... . ... ... ... .. .., 24,545 $0.78

At December 31, 2007, the number of options exercisable and the weighted-average exercise price per share of
those exercisable options were 24,545 and $0.78, respectively.

The aggregate intrinsic value of the 24,545 fully vested options outstanding at December 31, 2007 related to
the White Amber option Plan was $0.7 miilion. The total intrinsic value of options exercised during fiscal 2007 was
$1.6 million. '

For the White Amber Stock Option Plan, the Company recorded $0 and $7,000 of compensation expense for
the years ended December 31, 2007 and 2006, respectively.

Based on the forfeiture of options from the White Amber Stock Option Plan, additional shares were issued to
the former White Amber stockholders under the terms of the White Amber acquisition agreement. No shares were
forfeited in 2007. In the years ended December 31, 2006 and 2005, 6,125 and 24,645 shares, respectively, were
forfeited and resulted in an increase to goodwill of $0.1 million in both periods. No shares were forfeited in 2007.
The Company issued 30,753 shares to former stockholders of White Amber during the year ended December 31,
2006. No further shares will be issued to former stockholders of White Amber pursuant to the White Amber
acquisition agreement after December 31, 2006.

Emplayee Stock Purchase Plan

At December 31, 2005, 500,000 shares were reserved for future issuance under the ESPP. Stock purchase
rights are granted to eligible employees during six month offering periods with purchase dates at the end of each
offering period. The offering periods generally commence each May 1 and November 1. Shares are purchased
through employees™ payroll deductions, up to a maximum of 10% of employees’ compensation, at purchase prices
equal to 85% of the lesser of the fair market value of the Company’s common stock at either the date of the
employee’s entrance to the offering period or the purchase date. No participant may purchase more that
10,000 shares per offering or $25,000 worth of common stock in one calendar year. The initial offering period
commenced on May 16, 2006 and ended on October 31, 2006. In the year ended December 31, 2006, there were
approximately 64,513 shares issued under the plan at a purchase price of $9.55 per share. During the year ended
December 31, 2007, approximately 143,992 shares were issued under the plan at a weighted average purchase price
of $11.30 per share. At December 31, 2007, approximately 291,495 shares remain available for issuance.
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Impact of the Adoption of SFAS No. 123(R)

See Note 2 — Summary of Significant Accounting Policies for a description of the Company's adoption of

SFAS No. 123(R} on January 1, 2006. The following table summarizes the share-based compensation expense
included in operating expense captions that the Company recorded within the accompanying consolidated
statements of operations for years ended December 31, 2006 and 2007:

2007 2006
(In thousands)
Cost of revenues _ $ 414
Sales and marketing 1,048
Research and development 694
General and administrative 2,348

$6,730 - 34,504

The Company recorded $5.1 million in pre-tax share-based compensation expense for stock options,
30.6 million for purchase rights under the employee stock purchase plan and $1.0 million in share-based
compensation expense for restricted stock awards during the year ended December 31, 2007. As of December 31,
2007, there was 314.1 million of total unrecognized compensation cost related to non-vested share-based
compensation arrangements granted under all equity compensation plans. Total unrecognized compensation cost
will be adjusted for future changes in estimated forfeitures. The Company expects 1o recognize that cost over a
weighted average period of 2.41 years,

SFAS No. 123(R) also requires companies to calculate an initial “pool” of excess tax benefits available at the
adoption date to absorb any tax deficiencies that may be recognized under SFAS No. 123(R). The pool includes the
net excess tax benefits that would have been recognized if the Company had adopted SFAS No. 123 for recognition
purposes on its effective date. The Company elected to calculate the pool of excess tax benefits under the “short-
cut” method described in FASB Staff Position 123(R). As of the adoption date, the Company did not have any
excess tax benefits to calculate the initial pool.

The Company received $10.5 million in cash from option exercises and issuances of stock under the employee
stock purchase plan during the year endéd December 31, 2007 and $3.0 million during the year ended December 31,
2006.

Determining Fair Value

The Company estimates the fair value of options granted using the Black-Scholes option valuation model. The
Company estimates the expected volatility of the Company’s common stock at the date of grant based on a
combination of its historical volatility and the volatility of comparable companies, consistent with SFAS No. 123(R)
and Securities and Exchange Commission Staff Accounting Bulletin No. 107 (“SAB 107"). The Company
estimates expected term consistent with the simplified method identified in SAB 107 for share-based awards
granied during the fiscal year ended December 31,2007. The Company elected to use the simplified method duetoa
lack of term data as the Company had recently gone public in October 2005 and its options meet the criteria of the
“plain-vanilla” option as defined by SAB 107. The simplified method calculates the expected term as the average of
the vesting and contractual terms of the award. The dividend yield assumption is based on historical dividend
payouts. The risk-free interest rate assumption is based on observed interest rates appropriate for the expected term
of its employee options. The Company uses historical data to estimate pre-vesting option forfeitures and record
share-based compensation expense only for those awards that are expected to vest. For options granted, the
Company amortizes the fair value on a straight-line basis over the requisite service period of the options that is
generally 4 years.
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The weighted-average fair value of options granted is estimated on the date of grant using the Black-Scholes-

Merton option-pricing model with the following weighted-average assumptions used for share-based payment

awards during the years ended December 31, 2007, 2006, and 2005:

2007 2006 2005

Stock Options:
Expected volatility ........................ 49 10 51% 48 to 55% 70.5 to 719%
Risk-free interest rate .. .................... 3910 5.1% 4510 5.1% 311041%
Expected life (inyears} . . ................... 5.51t06.25 50t06.25 4.0
Weighted-average exercise price per share of

options granted . . .. ......... ... ... ...... $17.62 $11.94 $13.58
Weighted-average fair value per share of option

granted . .. ... e $9.49 $6.83 $7.81
FOTEiture fate. . . .. .. .vvveeereennnennss, 23810242% 123 10 24.2% —
Expected dividend yield . ................... 0% 0% 0%

2007 2006

Employee Stock Purchase Plan:
Expected volatility .. ... ... . ... ... ... ... ... ... 44 10 53% 53 to 55%
Risk-free interestrate . .. . ... ... .. ... .. .. ... 349t05.09% 5.09 to 5.24%
Expected life (inweeks) . .. ... ... ... ... . ... . . 26.0 24.0 to 26.0
Expected dividend yield . . . .......... .. ... ... . ... ... ... 0% 0%

For the years ended December 31, 2005 the Company has accounted for forfeitures under SFAS No. 123 based
on the actual forfeitures.

The following table illustrates the effect on net income and loss per share as if the Company had applied the fair

value based method, as adopted, to all awards, including those previously accounted for under APB 25, for the year

ended December 31, 2005:

2005
(In thousands)

Net loss attributable to Class A common stockholders —

Asreported . ... ...t R $(5,479
Add: Stock-based compensation expense included in reported net loss . . . . L 13
Less: Stock-based compensation expense determined under fair value based method
for alt awards, net of related tax effects. . . . ... ... ... .. ... ... . . ... .. ... (2,683)
Pro-forma net 108 . .. ..ottt i e e e e e p $(8,149)
Net loss atiributable to Class A common shareholders per share — | ' ‘
Basic and diluted as reported . ., .. ... ..., ... ... e $ (1.19)

Proforma ... .. ... e e e $ (1.76)

Restricted Stock and Performance Shares

On May 31, 2006, the Compensation Committee of the Board of Directors of the Company approved a form of

restricted stock agreement and a form of performance share agreement for use under the Company’s 2004 Stock
Plan pursuant to which the Company has granted restricted stock and performance shares. The shares of restricted
stock and performance share awards have a per share price of $0.00001 which equals the par value. The Company’s
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right to repurchase the restricted stock granted to employees lapses in accordance with a four year schedule and the
performance shares granted to employees vest in accordance with a four year vesting schedule. Beginning in the
quarter ended September 30, 2006, the Company’s outside directors, with the exception of the Chairman of the
Company’s Board of Directors, receive 50%, and may elect to receive up to 100%, of their board compensation as
restricted stock or performance shares in lieu of cash compensation. The Chairman of the Company’s Board of
Directors may elect to receive his board compensation in any combination of cash and restricted stock. Restricted
stock awards to directors made in lieu of cash compensation are granted on the first business day of each quarter and
vest on the last day of each quarter. The fair valve is measured based upon the closing Nasdaq market price of the
underiying Company stock as of the date of grant. Restricted stock and performance share awards are amortized
over the applicable reacquisition or vesting period using the straight-line method. As of December 31, 2007, the
unamortized compensation cost was $2.8 million. The cost is expected to be recognized over a weighted-average
period of between 2.25 and 2.50 years. Based on the Company’s limited historical voluntary turnover rates, an
annualized estimated forfeiture rate of 6.25% has been used in calculating the cost. The following table presents a
summary of the restricted stock awards and performance share awards for the years ended December 31, 2007 and
2006.

Weighted-Average

Performance Restricted Grant-
Share Stock Date Fair Value
Awards Awards per Share

Repurchasable/nonvested balance — January 1, 2006 .. ... — — —
Awarded . ... ... . e 66,179 282,017 $11.48
Releasedivested. . . ... oo vt i e (8,054)  (38,579) 9.74
Forfeitedfcancelled . ... ... ... .. ... (4,375) (9,063) 11.90
Repurchasable/nonvested balance — December 31, 2006 . . 53,750 234,375 11.75
Awarded . . ... ... e 2,481 58,800 17.00
Released/vested. . ...... . ... . . i (24,356)  (76,606) 10.56
Forfeitedfcancelled . ............ ... ... . ... ..... (3,750  (16,193) 11.48
Repurchasable/nonvested balance — December 31, 2007 . . 28,125 200,376 13.77

For restricted stock and performance share agreements, the Company recorded $1.0 million of compensation
expense for the year ended December 31, 2007.

Reserved Shares of Common Stock

The Company has reserved the following number of shares of Class A common stock as of December 31, 2007
for the exchange of exchangeable shares, awarding of restricted stock awards, release of performance share awards,
exercise of stock options and purchases under the employee stock purchase plan:

Exchange of exchangeable shares and redemption of Class B common stock. . .. ... ... 655,652
Class A Common Stock Plans {excluding the White Amber Stock Plan and Employee

Stock Purchase Plan) . . . .. oo oo e e e 3,753,782
White Amber Stock Plan . . . .. ... . e e e 24,545
Employee Stock Purchase Plan . ....... .. .. ... ... . .. . ... . . i 291,495

Total . . . e 4,725,474
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10. Related-Party Transactions

The Company paid approximately $1.8 million and $0.9 million during the years ended December 31, 2005
and 2006, for professional services provided by a law firm, Wilson, Sonsini, Goodrich & Rosati, (“WSGR") in
which a former member of the Company’s Board of Directors, Mark Bertelsen, is a member of the firm. During the
three months ended March 31, 2007, Mr. Bertelsen resigned from the Company’s Board of Directors. During the
first quarter of 2007, the Company paid approximately $64,000 to WSGR. Amounts payable to WSGR at
December 31, 2007, 2006 and 2005 was $0, $34,000 and $0.6 million, respectively. ‘

Effective January 1, 2007, the Company entered into a consulting agreement with LT Management Inc.. Louis
Tetu, one of its directors, is the sole shareholder of LT Management, Inc. According to the terms of the agreement,
Mr. Tetu will perform certain sales support services for the Company, and the Company will pay Mr. Tetu CAD
$12,500 per quarter. This agreement expired on December 31, 2007. For the twelve months ended December 31,
2007, Mr. Tetu was paid a total of CAD $50,000. As of December 31, 2007, CAD $0 was payable to this related

party.
11. Income Taxes

The domestic and foreign components of income (loss) before provision for income taxes were as follows:
Year Ended December 31,

007 2006 2005
(In thousands)
DOMEStIC - . . i e $5,441  $(5,786) 3$(5,120)
Foreign .. ... . e 1,149 3,027 2,629
Total. . .o et e e e $6,590  $(2,759) $(2.491)

The provision for income taxes is as follows:

Year Ended December 31, -
2007 2006 2005
(In thousands)

Current
Federal. . .. ... e $ 227 § — $—
FOTeign . . e 1,762 1,153 4
TOtAl .« ottt e e e s $1989 $1,153 §$ 4
Deferred . -
8 =5 718 (1,284 —
Total provision (benefit) for income taxes..................... ... 82707 % (31) $4

II
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. 207 2006 2005
Federal tax at statutory Tate .. ..ot it e e et et e e e e e 34% (34)Y% (4%

State income taxes, net . .......... ... .. ... ..., e 7 (1) (8)
U.S. Alternative Minimum Taxes . . . ... ... ... .. e, 3 — —
Impact of fareign andits. . . ....... ... ... . e e 44 44 (3)
~ Non-deductible share based payments. . .. ....... ... ... ... .. .. .. ... 13 31 —
Canadian Investment Tax Credits . . .. ........ . i sy — —
Non-deductible other eXpenses. . . .. . ... ... 7 21 11
Change in valuation allowance. . ..................... . L (52) (35) 34
Total . . .o e e e MNB 5% —%

The components of the Company’s deferred tax assets and liabilities are as follows:

v

2007 2006
(In thousands)

Deferred tax assets:

Tax loss carry forwards. .. ... .. ot e $ 7682 $14074
Reserves and accruals . . . ... .. ... 2,823 1,041
Property and equipment ... ........ ... . ... ..., 82 1,040
Warrants issued fOr SErvVICES . ... ittt e e e — 1,321
Deferred revenue . ........................ e 24 36
Alternative Minimum Tax credit . . ... ... .. .. ... ... . ... ... ... .. 262 35
Canadian investment credits .. ... .. .. i e 563 —
Stock based compensation. . . . ... ... 1,933 834
Other, ML, ... e e e e e e 144 146
Total deferred tax GSSEIS . .. oottt it et e 513,513 §$ 18,527
Deferred tax liabilities:
Canadian investment credits . . ... ... .0t i i e s $ — % (1,426)
Acquired intangible assets. ... ... ... .. L (128) (181)
Total deferred tax liabilities . . ... ......... ... .. ... .. ... ... .... § (128) $ (1,607)
Net deferred 1ax assel . . . . . oottt e e e e e e $1338 $ 16,920
Valuation allowance .. ... it it i i e e e (31,612  (15,636)
Deferred tax asset, DEL. . . v v v v vt v et s et e e e e $ 1,773 % 1,284

The Company has available for future periods U.S. Federal tax loss carry forwards of approximately
$18.8 million, which expire beginning in 2019 through 2026. In addition, the Company has approximately
$10.8 million of loss carryforwards associated with nonqualified stock option deductions that when realized against
future taxable income, will be recorded as an increase to additional paid-in capital. Upon liquidation of the
Company’s remaining valuation allowance, approximately $2.5 million will be reversed through goodwill as this
amount relates to valuation allowances established in the purchase price allocation of the Company’s prior business
acquisitions. The net operating loss carry forwards may be subject to limitations provided in Internal Revenue Code
(IRC) sections 382 and 383. Additionally, the Company has a combined total of $1.0 million in operating loss carry
forwards from all other foreign jurisdictions in which it is subject to taxation.

76




TALEQ CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

No provision has been made for U.S. or non-U.S. income taxes on the undistributed earnings of its subsidiaries
as such earnings are expected to be reinvested and are considered permanent in duration. If these earnings were
uvltimately distributed to the U.S. in the form of dividends or otherwise, or if the shares of the subsidiaries were sold
or transferred, the Company would likely be subject to additional U.S. income taxes, net of the.impact of any
available foreign tax credits. It is not practicable to estimate the additional income taxes related to permanently
reinvested earnings in the subsidiaries.

The Company adopted the provisions of FIN 48 on January 1, 2007. As a result of adopiion, the Company
recorded an increase to the January 1, 2007 opening balance of retained earnings by approximately $1.1 million, an
increase of $0.1 million to long term taxes payable and a corresponding increase to deferred tax assets of
$1.2 million. As of the adoption date of January 1, 2007, the Company had uncertain tax positions of approximately
$4.3 million.

v

A reconciliation of the beginning and ending amounts of uncertain tax benefits are as follows:

Uncertain Tax Benefits
{In millions)

Uncertain tax benefits at January 1,2007............................. $13
Increases for uncertain tax benefits of prior years . . ... ... ... ... .. ... .. 2.3
Decreases for uncertain tax benefits of prior years . . .................. {0.6)
SettlEmMENLS . . . . e e (0.1
Lapse of statute of limitations . ............. .. ... .. iiaiinnnn. =

Uncertain tax benefits at December 31,2007 . ... ... ... ... ... ...... $29

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. At
December 31, 2007, accrued interest related to uncertain tax positions was less than $0.1 million. As the-Company
has net operating loss carryforwards for Federal and state purposes, the statute of limitation remains open for all tax
years to the extent the tax attributes are carried forward into future tax years. With few exceptions, the Company is
no longer subject to foreign income tax examinations by tax authorities for years before 2002,

The Company reversed its Canadian subsidiary’s valuation allowances in 2006 and at December 31, 2007,
reversed valuation allowances within each of its remaining foreign subsidiaries as it was deemed more likely than
not these assets will be realized. The December 31, 2007 valuation reversals resulted in a $0.4 million income tax
provision benefit reported in the fourth quarter: The Company continues to maintain a full valuation allowance
against its U.S. company’s deférred tax assets. i ‘

The Company’s Canadian subsidiary is under examination by the Canada Revenue Agency (“CRA") with
respect to tax years 2000 and 2001. The Company has settled certain issues raised in the audit and is appealing the
CRA’s treatment of Quebec investment tax credits. Final resolution of the CRA's examination will have bearing on
the Company’s tax treatment applied in subsequent periods not currently under examination. The Company has
recorded income tax reserves believed to be sufficient to cover the estimated tax assessments for the open tax
periods and has estimated the potential range of additional income, as a result of the Quebec investment tax credits,
to be between CAD $1.0 million and $18.4 million. '

There could be a significant impact to the Company’s uncertain tax positions over the next twe!ve months
depending on the outcome of the on-going CRA audit. In the event the CRA audit results in adjustments that exceed
both the Company’s ificome tax reserves and available deferred tax assets, the Canadian subsidiary may become a
tax paying entity in 2008 or in a prior year including potential penalties and interest. Any such penalties cannot be
reasonably estimated at this time.

The Company is seeking United States tax treaty relief through the appropriate Competent Authority tribunals
for the settlements entered into with CRA and will seek treaty relief for all subsequent final settlements. Although
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the Company believes it has reasonable basis for its tax positions, it is possible an adverse outcome could have a
material effect upon its financial condition, operating results or cash flows in a particular quarter or annual period.

12. Commitments and Contingencies

Leases — The Company leases office space and has operating leases for computer equipment and third-party
facilities that host its applications. Rental expenses under these agreements for the years ended December 31, 2007,
2006, and 2005 were approximately $7.9 million, $8.0 million, and $5.8 million, respectively.

On May 30, 2007, the Company entered into a software license and maintenance agreement for database
software to be used in the production environment. This agreement requires total payments of approximately
$4.4 million over the next two years and is included in the Software Contracts column below. The minimum non-
cancelable scheduled payments under these agreements at December 31, 2007 are as follows:

Operating Leases

Third
Party Total
Equipment Facility Hosting Operating  Software Capital
Leases Leases  Facilities Leases Contracts Leases Total
(In thousands) {In thousands) (In thousands)
2008 ... L $1,180 $2,285 31,100 4,565 $3.819 $40 $ 8,424
2009 ... ... L, 115 1,145 130 1,390 1,412 11 2,813
2000 .. ... 36 939 — 975 — 5 980
2000 ... 14 960 — 974 - —_ 974
2012 ... 980 — 980 — — 980
2013 ... 451 — 451 o — 451
Total .................. $1,345 $6,760 $1,230  $9,335  $5,231 356 $14,622
Less amounts representing
interest............... (2)
Present value of minimum-
lease payments . ........ : 54
Less current portion . ...... (38)
Noncurrent portion . . . . .. $16

See Note 5 — Property and Equipment for additional information regarding capital leases.

Litigation — Kenexa Brassring, Inc., filed suit against the Company in the Untted States District Court for the
District of Delaware for patent infringement on August 27, 2007, Kenexa asserts that the Company has infringed
patent numbers 5999939 and 6996561, and seeks monetary damages and an injunction enjoining the Company from
further infringement. Management has reviewed this matter and believes that its software products do not infringe
any valid and enforceable claim of these patents. The Company has filed an answer to the complaint filed by Kenexa
Brassring, Inc., and litigation is proceeding,

In addition to the matter described above, the Company is subject to various claims and legal proceedings that
arise in the ordinary course of its business from time to time, including claims and legal proceedings that have been
asserted against the Company by former employees and advisors. The Company has accrued for estimated losses in
the accompanying consolidated financial statements for matters where the Company believes the likelihood of an
adverse outcome is probable and the amount of the loss is reasonably estimable. The adverse resolution of any one
or more of those matters or the matter described above, over and above the amount, if any, that has been estimated
and accrued in its consolidated financial statements could have a material adverse effect on the Company’s
business, financial condition, results of operations and/or cash flows.

In addition to pending fitigalion‘, the Company has received the following notices of potential claims. In
Februvary 2003, the holder of patent number 6701313B1 verbally asserted that he believes the Company’s software
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products infringe upen this patent. Management reviewed this matter and believes that the Company’s software
products do not infringe any valid and enforceable claim of this patent. Also, in September 2006, the holder of
patent numbers 5537590 and 5701400 wrote the Company to inform the Company of its contention that the
Company’s product offerings may infringe these patents. To date, the Company is not aware of any legal claim that
has been filed against the Company regarding these matters, but the Company can give no assurance that claims will
not be filed. ‘ ’

Indemnification — The Company enters into standard indemnification agreements in the ordinary course of
business. Pursuant to these agreements, the Company agrees to indemnify, hold harmless, and reimburse the
indemnified party for losses suffered or incurred by the indemnified party, generally customers, in connection with
any patent, copyright or other intellectual property infringement claim by any third party with respect to the
Company’s products. The term of these indemnification agreements is generally coterminous with the term of the
arrangement. The maximum potential amount of future payments the Company could be required to make under
these indemnification agreements is in some cases unlimited. The Company has never incurred costs to defend
lawsuits or settle claims_related to these indemnification agreements. As a result, the Company believes the
estimated fair value of these agreements is minimal.

Certain of the Company’s agreements also include clauses whereby the Company will indemnify the customer
from any and all damages, losses, judgments, costs and expenses for third party claims resulting from acts of the
Company, the Company’s employees or subcontractors that result in bodily injury, property damage or other
damages. The maximum potential amount of future payments the Company could be required to make under these
indemnification agreements is in some cases unlimited; however, the Company has general and umbrella insurance
policies that would enable the recovery of a portion of many amounts paid. The Company has never incurred costs
to defend lawsuits or settle claims related to these indemnification agreements. As a result, the Company believes
the estimated fair value of these agreements is minimal.

. a
As permitted under Delaware corporate law, the Company has agreements with its directors and officers
whereby the Company will indemnify them for certain events or occurrences while the director or officer is, or was,
serving at the Company’s request in such capacity. The term of the indemnification is perpetual as to events or
occurrences that take place while the director or officer is, or was, serving at the request of the Company. The
maximum potential amount of future payments the Company could be required to make under these indemni-
fication agreements is unlimited; however, director and officer insurance policy limits the Company’s exposure and
enables the recovery of a portion of any future amounts paid. As a result of insurance policy coverage, the Company

believes the estimated fair value of these indemnification agreements is minimal.

O

13. Employee Benefit Plans

The Company maintains a 401(k) profit-sharing plan {(the  “401(k) Plan”) covering substantially all
U.S. employees. Pursuant to the 401(k) Plan, the Company may elect to match employee contributions to the
401(k) Plan, not to exceed 6% of an employee’s compensation. The Company made no such election to match
contributions to the 401(k) Plan during the years ended December 31, 2007, 2006, and 2005. Effective January |,
2008, the Company has instituted -a 401(k) matching program with the following specifics: (i) for employee
contributions to the 401(k) Plan of up to 4% of each employee’s base salary, the Company will match such
employee contributions at a rate of $0.50 for every $1.00 contributed by the employee; and (ii) the Company 401(k)
matching program has a three year vesting period.
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14. Net Income/(Loss) Per Share

Basic and diluted net income (loss) per common share is calculated by dividing the net loss applicable to
common stockholders by the weighted-average number of Class A common shares outstanding during the period.
Given that the Class B common shares do not have any economic rights, and, in accordance with Statement of
Financial Accounting Standards No. 128, “Earnings Per Share” (“*SFAS 128”), and Emerging Issues Task Force
(EITF) No. 03-6, “Participating Securities and the Two Class Method under FASB Statement No. 128, the
Company has determined that basic earnings per share should be calculated based only on the outstanding Class A
common shares. Diluted net loss per common share is the same as basic net loss per common share, since the effects
of potentially dilutive securities are antidilutive. However, during periods of net income, earnings per share is based
on outstanding Class A common shares and exchangeable shares, since the latter are participating securities, but
have no legal requirement to fund losses. Class B common shares are non-participating in periods of net income or
net losses and as a result have no attribution of earnings or losses for the purposes of calculating earnings per share.
Exchangeable shares, redeemable convertible preferred stock, stock options, and warrants are included only if they
are dilutive, These securities aggregated on a weighted-average share basis to 4,661,113, 5,615,199, and 15,694,915
for the years ended December 31, 2007, 2006, and 2005, respectively. They were not included in the diluted net loss
per common share for the years ended December 31, 2006 and 2005 since they were antidilutive for those periods.
The share counts in 2005 take into account the conversion rights of all preferred stock.

For the year ended December 31, 2005, the Company has included 24,645 contingently issuable shares related
to the acquisition of White Amber in its weighted-average number of Class A common outstanding for purposes of
calculating net loss per share for the year ended December 31, 2005. These shares became issuable as of October 4,
2005 as a result of forfeitures. Until they became issuable, these securities were antidilutive for the periods
presented. In 2006, 30,753 shares were distributed to former owners as a result of forfeitures.

A summary of the loss or earnings applicable to each class of common shares is as follows:

2007 2006 2005

Class A Class B Class A " Class B Class A Class B
Common Common(l) Common Common(1) Common Common(1)

{In thousands, except per share data)

Allocation of net income/(oss) .... § 3,883 — $(2,628) — $(5.479) —_
Weighted-average shares

outstanding — basic. . . ........ 24,116 1,108 20,031 3,140 4,619 4,038
Weighted-average shares

outstanding — diluted .. ....... 28,777 1,874 20,031 3,140 4,619 4,038
Net income/(loss) per share —

basic . ... $ 0.16 — $ (0.13) — $ (1.19) —
Net income/(loss) per share —

diluted. .. ............... ... $ 013 — $ (0.13) — $(1.19) —

‘(1) Class B common shares are non-participating in periods of net income or net losses and as a result have no
attribution of earnings or losses for the purposes of calculating earnings per share. The corresponding
exchangeable shares, discussed at Note 9. — Common Stock, are participating securities but have no legal
requirernent to fund such losses, making them antidilutive for all periods presented, except 2007.

15. Segment and Geographic Information, International Operations, and Customer Concentrations

The Company follows the provisions of SFAS No. 131, “Disclosures About Segments of an Enterprise and
Related Information,” which establishes standards for reporting information about operating segments in annual
financial statements and requires selected information about operating segments in interim financial reports issued
to stockholders. It also established standards for disclosures about products and services, and geographic areas.
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Operating segments are defined as components of an enterprise about which separate financial information is
available that is evaluated regularly by the chief operating decision maker, or decision making group, in deciding
how to allocate resources and in assessing performance. The Company’s chief operating decision maker is the Chief
Executive Officer of the Company. .. yoo

The Company is organized geographically and by line of business. The Company has two major line of
business operating segments: application and consulting services.

The application line of business is éngaged in the development, marketing, hosting and support of the
Company’s software applications. The consulting services line of business offers implementation, business process
reengineering, change management, and education and training services.

The accounting policies of the line of business operating segments are the same as those described in the
summary of significant accounting policies. The Company does not evaluate assets or capital expenditures by
operating segments. Consequently, it is not practical to show assets, capital expenditures, depreciation or amor-
tization by operating segment.

The following table presents a summary of operating segments:

Application  Consulting Total
- {In thousands)

2005:

ReVETUE . . ittt et et s $ 63,296 $15,114  § 78410

Contribution margin(l)........... e e 30,190 4,056 34,246
2006: : :

REVEIUR . . . e oo oo et e eie e e et 79,137 17906 97,043

Contribution margin{l). ... ......... .. i 40,345 5,121 45,466
2007:

REVEIUE . . .o ettt e e e 105,092 22,849 127,941

Contribution margin(l). . . ..o ot vian e 59,509 4,823 64,332

{1} The contribution margins reported reflect only the expenses of the line of business and do not represent the
actual margins for each operating segment since they do not contain an allocation for selling and marketing,
general and administrative, and other corporate expenses incurred in support of the line of business.

Profit Reconciliation
Year Ended December 31,
2007 2006 2005
{In thousands)
Contribution margin for reportable segments. .. ............. $ 64,332 $45466 534,246
Sales and marketing . . . .. .. .. ..ot (36,916)  (29,482)  (22,544)
General and administrative . .. .. .. ... ... e (23,734)  (21,113y | (10,723)
Restructring charges . . ..o oo vvne e — 414 . (M)
Interest and other income, expense, net. ................... 2,908 2,784 (2,664)
Net income (loss) before provision for income taxes ... ....... $ 6590 §$ (2,759 $ (2,491)

Geographic Information:

Revenue attributed to a country or region includes sales to muitinational organizations and is based on the
country of location of the legal entity that is the contracting party for the Company. The Company’s U.S. entity is the
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contracting party for all sales agreements in the United States and the Company’s Canadian entity is the contracting
party for all Taleo Enterprise Edition sales agreements in Canada. Prior to January 1, 2005, certain of the Company’s
subsidiaries outside of North America were the contracting parties for sales transactions within their regions. After
Ianuary 1, 2003, the Company’s U.8. entity has been the contracting party for all new sales agreements and renewals
of existing sales agreements entered into with customers outside of North America. Revenues and assets by region
are as follows: ‘ '

United States Canada Edarope . Other Total
(In thousands) )

4

Year ended December 31, 2005 —

Revenues $ 5542 $2610 $1,182 § 78.410
' $ 85,025 ' $12402 $1,105 $ 488 $ 99,020

Year ended December 31, 2006 — ‘
Revenues $ 5716 $1939 $ 984 $ 97,043

ASSELS .. e e $102,114 $12,383  §1,703  $1,220 $117.420

Year ended December 31, 2007 —
Revenues $119,293 $ 7,024 % 922 3 702 5127941

ASSEIS ... e e $145,535 $16,212  $2,371 § 558 3164676

During the years ended December 31, 2007, 2006, and 2005 there was no customer that individually
represented greater than 10% of the Company’s total revenue, and at December 31, 2007 and 2006, no customer
represented greater than 10% of the Company’s accounts receivable. -

All goodwill and intangible assets for all reported years are located in the United States.

16. Severance and Exit Costs

During July 2006, the Company moved its corporate offices from San Francisco, California to Dublin,
California. As a result of this relocation, the Company has recorded a provision for the exit from the San Francisco
facility in accordance with SFAS 146 “Accounting for Costs Associated with Exit or Disposal Activities.” As a part
of this provision, the Company has taken into account that on October 19, 2006 it entered into an agreement to
sublease its San Francisco facility, consisting of approximately 12,000 square feet. As of December 31, 2007,
pursuant to the lease for the Company's San Francisco facility, cash payments totaling $0.6 million remains o be
made through July 2009 and the associated remaining unpaid lease costs, net of sublease renial income of
$0.4 million as of December 31, 2007 is approximateiy $0.2 million. The total estimated cost associated with the
exit from the San Francisco facility is $0.4 million.

Summary
Liability
Balance
Liability for the Remaining Net Lease Payments Liability Balance December 31,
for the San Francisco Facility January 1, 2007 Cash Payments 2007
\ " (In thousands)
Lease payments .............c.ovieeiennn.. $979 - $(370) $ 609
Sublease vental income . ... ... ... . ... (691) 248 {443)
Net liability. . ..... .. ..o it J 288 $(122) $ 166
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Costs Associated with the Exit from the San Francisco Facility - . : Amount
{In thousands)
Establishment of initial net liability for net lease payments at July 2006 . .......... $ 469
Reversal of accrued rent from original lease . . ... ... ... ... . o i oo, (237)
Adjustment for tenant inducements from original lease . ... ......... ... .. ... (102)
Write-off of fixed assets. ... ... i e 217
Commissions and legal costs .. ........ e e e e 79
Total EXit EXPENSE . . ot vt vt ettt v e e e $ 426

Relocation of Accounting and Finance Department

On October 25, 2006, management announced a plan to transition all accounting and finance functions
performed in the Quebec City, Quebec, Canada office to the corporate offices in Dublin, California by March 2007.
This transition was complete as of April 30, 2007, Total cost of exit packages for terminated employees incurred
during 2007 was $47,000. ’ -

During the year ended December 31, 2005, the Company approved and executed restructuring plans to align
the Company’s cost structure with existing market conditions and to create a more efficient organization. In
connection with these plans, the Company recorded a charge of $0.8 million in 2005. This charge included costs
associated with workforce reduction of $0.7 million and consolidation of excess facilities of 30.1 miliion. As of
December 31, 2006, adjustments to the restructuring reserves had finalized and all cash payments had been made.

Transition of Time and Expense Services Processing

As a result of the Company’s decision to discontinue the time and expense processing services related to its
Taleo Contingent solution, there were approximately 38 full time positions that may be terminated as part of this
transition, which is targeted to be completed in 2008. As of December 31, 2007, 15 positions were terminated and 4
were reassigned to other departments. If an employee is terminated and remains employed through the transition
date, the terminated employee would be entitled to an exit package. The total estimated liability for exit packages is
expected to be $0.7 miltion, of which $0.2 million has been paid through December 31, 2007. Total expense for
2007 was $0.6 million, and was recorded as an operating expense.
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17, Selected Quarterly Financial Data (Unaudited)

Selected summarized quarterly financial information for the years ended December 31, 2007 and 2006 is as

follows:

2007
Revenle . ...... ...
CGrossprofit........... ... ... L.,
Operating income . ................
Net income (loss) . ................

Net income (loss) attributable to Class A
common stockholders per, share —
basic............. e e

Net income (loss) attributable to Class A
common stockholders per share —
diluted. . . ....... ... .. oo L

Weighted average Class A common shares
outstanding — basic. . . .............

Weighted average Class A common shares
outstanding —diluted .. ... ... .. e

2006
Revenue . ... ... ... ... ..... ...
Gross profit. ... .. e
Operating loss .. ................. -
Net income (loss) . ................

Net income (loss) attributable to Class A
common stockholders per share —
basic .. ... ... e

Net loss attributable to Class A common
stockholders per share —diluted . . .. ..

Weighted average Class A common shares
outstanding — basic. ...............

Weighted average Class A common shares
outstanding — basic. . ..............
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1st Quarter 2nd Quarter 3rd Quarter 4th Quarter Fiscal Year
{(In thousands, except per share data)
$28,717 $30,954 $33,744 $34,526 $127,941
19,828 20,944 23,433 23,108 87,313
514 499 1,597 1,072 3,682
908 , ¢1,753) 2,233 2,495 3,883
§ 004 $ (0.07 $ 009 $ o010 $ 0.16
$ 003 . % (0.O7) $ 008 $ 0.08 $ 013
22,804 23,908 24,638 25,084 24,116
26,014 23,908 28,771 29,541 28,777
$22,164 $23,472 $24,883 $26,524 $ 97,043
14,357 15,439 16,795 18,350 64,941
(1,265) (2,585) (1,658) (35) (5,543)
(594) (1,828) 57 551 (2,628)
$ (0.03) $ (0.10) $ (0.04) $ 0.03 3 (0'1.3)
$ (0.03) $ (0.10) $ (0.04) $ 002 $ (013
18,789 19,229 20,384 21,667 20,031
18,789 19,229 20,384 25,848 20,031




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of disclosure controls and procedures

Our management evaluated, with the participation of our Chief Executive Officer and our Chief Financial
Officer, the effectiveness of our disclosure controls and procedures as of the end of the period covered by this Annual
Report on Form 10-K. Based on this evaluation, our Chief Executive Officer and our Chief Financial Officer have
concluded that our disclosure controls and procedures are effective to ensure that information we are required to
disclose in reports that we file or submit under the Securities Exchange Act of 1934 (i) is recorded, processed,
summarized and reported within the time periods specified in Securities and Exchange Commission rules and forms,
and (ii) is accumulated and communicated to the Company’s management, including our Chief Executive Officer and
our Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. Our disclosure
controls and procedures are designed to provide reasonable assurance that such information is accumulated and
communicated to our management. Qur disclosure controls and procedures include components of our internal control
over financial reporting. Management’s assessment of the effectiveness of our internal control over financial reporting
is expressed at the level of reasonable assurance because a control system, no matter how well designed and operated,
can provide only reasonable, but not absolute, assurance that the control system’s objectives will be met.

Management’s annual report on internal control over financial reporting

See “Management’s Report on Internal Control Over Financial Reporting” on page 50.

Changes in internal control over financial :"eporting

During 2007, our management implemented the fotlowing changes in internal control over financial reporting
to address the operating deficiency identified for the period ended March 31, 2007. The operating deficiency was
identified as a result of the identification of a required material adjustment which affected cash, accounts receivable
and cash flows from operations, and was classified as a material weakness in our internal control over financial
reborting. Current assets, total stockholders’ equity and the statement of operations were unaffected by this
adjustment, which was made prior to the issuance of our financial statements for the period ended March 31, 2007,
No prior periods were affected. We concluded that the error resulted from an operating deficiency. Subsequent to the
identification of this operating deficiency, management reinforced the adherence to the operating controls in place
related to cash, accounts receivable and cash flows through additional training, as well as through improvements in
the timing of the completion of the reviews of the reconciliations. We have re-tested the operating control and have
determined that the operating deficiency has been remediated as of December 31, 2007.

Other than as described in the preceding paragraph, we made no changes to our internal controls over financial
reporting during the fourth quarter that materially affected or is reasonably likely to affect, our internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION

Director Retirement

On March 10, 2008, Louis Tetu notified Taleo that, after almost 9 years of service, he was retiring from Taleo’s
Board of Directors, effective immediately. :
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PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GbVERNANCE

The information regarding our directors required by this item is included under the caption “Election of
Directors” in our Proxy Statement for our 2008 Annual Meeting of Stockholders (the “2008 Proxy Statement™) and
is incorporated herein by reference. The information regarding our current executive officers required by this item is
included under the caption “Executive Officers of the Registrant” in Part I of this Annual Report on Form 10-K and
is incorporated herein by reference. The information regarding compliance with Section 16(a) of the Exchange Act
required by this item is included under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in
the 2008 Proxy Statement and is incorporated herein by reference. The information regarding our code of ethics,
nominating committee and audit committee required by this item is included under the caption “Corporate
Governance” in the 2008 Proxy Statement and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information regarding executive compensation required by this item is included under the caption
“Executive Compensation” in the 2008 Proxy Statement and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND REIATED STOCKHOLDER MATTERS

The information regarding securities authorized for issuance under equity compensation plans required by this
item is included under the caption “Executive Compensation — Equity Compensation Plan [nformation” in the
2008 Proxy Statement and is incorporated herein by reference. The information regarding security ownership of
certain beneficial owners and management required by this item is included under the caption “Ownership of
Securities” in the 2008 Proxy Statement and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE '

The information regarding transactions with related persons required by this item is included under the caption
“Certain Relationships and Related Transactions” in the 2008 Proxy Statement and is incorporated herein by
reference. The information regarding director independence required f)y this item is included under the caption
“Corporate Governance” in the 2008 Proxy Statement and is incorporated herein by reference.

ITEM 14, PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is included under the caption “Ratification of Appointment of
Independent Registered Public Accounting Firm — Principal Accounting Fees and Services” in the 2008 Proxy
Statement and is incorporated herein by reference.

PART 1V

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) The following documents are filed as part of this Report:

1. Financial Statements. The information concerning our financial statements, and Report of
Deloitte & Touche LLP, Independent Registered Public Accounting Firm required by this item is incorporated
by reference herein to Item 8 — Financial Statement and Supplementary Data.

2. Financial Statement Schedules.

The Financial Statement Schedules not listed have been omitted because they are not applicable or are not
required or the information required to be set forth herein is included in Item 8 — Financial Statements and
Supplementary Data.

3. Exhibits. 'We have filed, or incorporated into this report by reference, the exhibits listed on the
accompanying Exhibit Index to Exhibits immediately following the signature page of this Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

TALEO CORPORATION

By: /s/ Katy Murray

Katy Murray
Chief Financial Officer

Date: March 13, 2008

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Michael Gregoire and Katy Murray, his attorney-in-fact, each with the power of substitution, for himin
any and all capacities, to sign any amendments to this Annual Report on Form 10-K, and to file the same, with
exhibits thereto and other documents in connections therewith, with the Securities and Exchange Commission,
hereby ratifying and conforming all that each of said attorneys-in-fact, or his substitutes, may do or cause to be done
by virtue of hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s Michael Gregoire President, Chief Executive Officer and March 13, 2008
Director

Michael Gregoire .
(Principal Executive Officer)

/s/ Katy Mugray Chief Financial Officer March 13, 2008
Katy Murray (Principal Accounting and Financial
Officer)
/sf _Eric Herr Chairman of the Board of Directors March 13, 2008
Eric Herr
fs/ _Gary Bloom Director March 13, 2008
Gary Bloom
/s/  Patrick Gross Director . March 13, 2008

Patrick Gross

/s/ Howard Gwin Director March 13, 2008
Howard Gwin

/st Greg Santora Director March 13, 2008
Greg Santora
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Signature

Jeffrey Schwartz

Jeffrey Schwartz

Michael Tierney

Michael Tierney
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Title

Director

Director

Date

March 13, 2008

March 13, 2008




Exhibit
Number

2.1

3.1

32

4.1
4.2
43
44
10.1*

10.2*

10.3
10.4*

10.5*
10.6*
10.7*

10.8%*
10.9*

10.10*

10.11*

EXHIBIT INDEX

Description

Asset Purchase Agreement dated as of March 2, 2007, by and ameng the Registrant, JobFlash, Inc., and,
with respect to Article X, Article X1 and Article XII thereof only, U.S. Bank National Association as
Escrow Agent (incorporated herein by reference to Exhibit 2.1 to the Registrant’s Current Report on
Form 8-K, filed on March 8, 2007)

Amended and Restated Certificate of Incorporation (incorporated herein by réference to Exhibit 3.1 to the
Registrant’s Registration Statement on Form S-1, Commission File No. 333-114093, filed on
September 13, 2005)

Bylaws (incorporated herein by reference to Exhibit 3.2 1o the Registrant s Registration Statement on
Form S-1, Commission File No. 333-114093, filed on May 13, 2004)

Form of Class A common stock certificate (incorporated herein by reference. to Exhibit 4.1 to the
Registrant’s Registration Statement-on Form §-1, Commission File No. 333-114093, filed on
September 13, 2005)

Form of Class B common stock cemﬁcate (incorporated herein by reference to Exh:bn 4.2 to the
Registrant’s Registration Statement on Form S-1, Commission File No. 333-114093, filed on
September 13, 2005)

Second Amended and Restated Investor Rights Agreemem dated October 21, 2003 {incorporated herein
by reference to Exhibit 4.3 to the Registrant's Registration Statement.on Form S-1, Commission File
No. 333-114093, filed on March 31, 2004)

Covenant Agreement, dated November 24, 1999, between the Registrant and ViaSite Inc. (incorporated
herein by reference to Exhibit 4.4 to the Registrant’s Registration Statement on Form 10-12G, Commission
File No. 000-51299, filed on May 2, 2005} -

1999 Stock Plan and form of agreement thereunder {incorporated herein by reference to Exhibit 10.1 to
the Registrant’s Registration Statement on Form S-1, Commission® File :No. 333-114093, filed on
March 31, 2004) .

ViaSite Inc. Stock Plan (incarporated herein by reference to Exhibit 10.2 to the Registrant’s Registration
Statement on Form‘S-I, Commission File No. 333-114093, filed on March 31, 2004)

2003 Series D Preferred Stock Plan and form of agreement thereunder (incorporated herein by reference
1o Exhibit 10.3 to the Registrant’s Registration Statement on Form S-1, Commission File No. 333-114093,
Jiled on March 31, 2004)

2004 Stock Plan and form of agreement thereunder {incorporated herein by reference to Exhibit 10.4 to
the Registrant’s Registration Statement on Form §-1, Commissr'on File No. 333-114093, filed on
January 28, 2005)

Form of Taleo Corporation 2004 Stock Plan Restricted Stock Agreement (mcorporated herein by
reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K, filed on June 6, 2006)

Form of Taleo Corporation 2004 Stock Plan Performance Share Agreement (incorporated herein by
reference to Exhibit 10.2 to the Registrant's Current Report on Form 8-K, filed on June 6, 2006)

2004 Employee Stock Purchase Plan (incorporated herein by reference to Exhibit 10.5 to the Registrant’s
Registration Statement on Form S-1, Commission File No. 333-114093, filed on January 28, 2005)

2005 Stock Plan and form of agreement thereunder (incorporated herein by reference to Exhibit 10.24 to
the Registrant’s Registration Statement on Form S-1, Commission File No. 333-114093, filed on
September 13, 2005}

Employment Agreement, dated March 14, 2005, between the Registrant and Michael Gregoire
{incorporated herein by reference to Exhibit 10.16 to the Registrant’s Registration Statement on
Form 10-12G, Conmmission File No. 000-51299, filed on May 2, 2005)

Employment Agreement between the Registrant and Katy Murray dated August 4, 2006 (incorporated herein
by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K, filed on August 10, 2006)

Consulting Agreement, dated November 9, 2007, between the Registrant and Bradford Benson
(incorporated herein by reference to Exhibit 99.1 1o the Registrant’s Current Report on Form 8-K,
filed on November 14, 2007}
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Exhibit
Number

10.12*

10.13*

10.14%

10.15*

10.16*
10.17*

10.18*

10.19

10.20

10.21

10.22

10.23

10.24

10.25%

10.263

21.1
231
241
311
31.2
32.1

Description

Employment Agreement, dated March 8, 2006, between the Registrant and Jeffrey Carr (incorporated
herein by reference to Exhibit 1€}, 10 to the Registrant’s Annual Report on Form 10-K, filed on April 17, 2006)
Employment Agreement, dated March 8, 2006, between Taleo (Canada) Inc. and Guy Gauvin
(incorporated herein by reference to Fxhibit 10.1] to the Registrant's Annual Report on Form 10-K,
Jiled on April 17, 2006)

Cessation of Employment and Board Compensation Agreement, dated March 8, 2006, between the
Company and Louis Tetu (incorporated herein by reference to Exhibit 10.12 to the Registrant’s Annual
Report on Form 10-K, filed on April 17, 2006)

Consulting Agreement, effective January 1, 2007, between Taleo Corporation and LT Management, Inc.
(which is incorporated herein by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K
Siled on April 6, 2007) . :

Summary of the 2007 Executive Incentive Bonus Plan (incorporated herein by reference to Exhibit 10.1 to
the Registrant’s Current Report on Form 8-K filed on March 20, 2007)

Summary of the 2008 Executive Incentive Bonus Plan (incorporated herein by reference to Exhibir 10.1 to
the Registrant’s Current Report on Form 8-K, filed on February 7, 2008) .

Form of Indemnification Agreement entered into by the Registrant and each of its directors and executive
officers (incorporated herein by reference to Exhibit 10.6 to the Registrant’s Registration Statement on
Form §-1, Commission File No. 333-114093, filed on March 31, 2004)

Agreement, dated September 1, 2002, between the Registrant and Internap Network Services Corporation
{incorporated herein by reference to Exhibit 10.13 to the Registrant’s Registration Statement on Form S-1,
Commission File No. 333-114093, filed on January 28, 2005)

Master Services Agreement dated April 14, 2006, by and between the Registrant and Equinix Operating
Co., Inc. (incorporated herein by reference to Exhibit 101 to the Registrant’s Current Report on Form 8-K,
filed on April 20, 2006)

Lease for 575 Market Street, Eighth Floor, San Francisco, California (incorporated herein by reference to
Exhibit 10.9 to the Registrant's Registration Statement on Form S-1, Commission File No. 333-114093,
filed on. September 13, 2005)

Sublease Agreement dated October 19, 2006 by and between the Registrant, as sublessor, and Cyworld, Inc.,
as sublessee, for the premises located at 575 Market Street, San Francisco, California (incorporated herein
by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K, filed on October 25, 2006)
Lease for 330 St. Vallier East, Suite 400, Quebec, QC, Canada (incorporated herein by reference to
Exhibit 10.10 to the Registrant’s Registration Statement on Form S-1, Commission File No. 333-114093,
Jiled on May 13, 2004)

Lease for 4140 Dublin Blvd., Suite 400, Dublin, California (incorporated herein by reference to
Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed on March 22, 2006)

Oracle License and Service Agreement, dated May 30, 2007, by and between Taleo Corporation and
Oracle USA, Inc. (incorporated herein by reference to Exhibir 10.1 to the Registrant’s Quarterly Report
on Form 10-Q, filed on August 9, 2007)

Payment Schedule Agreement, dated May 30, 2007, by and between Taleo Corporation and Oracle Credit
Corporation, {(incorporated herein by reference to Exhibir 10.2 to the Registrant’s Quarterly Report on
Form 10-Q filed on August 9, 2007)

List of Subsidiaries as of February 29, 2008

Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm

Power of Attorney (see the signature page of this Annual Report)

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

* Indicates management compensatory plan, contract or arrangement.

1 Confidential treatment has been requested for portions of this exhibit.
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